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National Labor Relations Board Procedures 


and Economic Policy 


Murray EDELMAN 
Institute of Labor and Industrial Relations, University of Illinois 


A GREAT DEAL of the conflict that has 
raged around the National Labor Re- 
lations Board since its establishment in 
1935 has centered on the Board’s or- 
ganization, procedures, and _ jurisdic- 
tion, rather than directly on substan- 
tive policies. The attacks on various 
aspects of Board procedure as unfair 
and the suggestions for change in or- 
' ganization and jurisdiction are all 
based on the assumption that it makes 
a difference to the parties who appear 
before the Board whether one struc- 
| tural unit rather than another has the 
authority to investigate, to prosecute, 
to adjudicate, or to perform some com- 
) bination of these functions. Although 
| this is a reasonable proposition, the 
| precise consequences for economic pol- 
) icy of alternative organizational ar- 
| rangements are difficult to predict and 
} appear to be little understood, judging 
) from the rationales offered by the dis- 
| putants in these debates. This paper 
) will suggest some relationships between 
the Board’s procedure, structure, and 
) jurisdiction on the one hand, and the 
| character of its economic policies on 
| the other. 

From the beginning it has been 
' charged that the Board’s jurisdiction 
_ violates the traditional principle of sep- 
aration of powers; that the prosecution 
and adjudication functions are not in- 
dependent of each other, and that pri- 


vate rights are therefore threatened; 
that Board procedures have permitted 
anonymous staff members to make pol- 
icy; and so on. Some of the most sig- 
nificant provisions of the Taft-Hartley 
Act involved reorganization of the 
Board, enlargement of its membership, 
the grant of independent status to the 
General Counsel, and prohibitions on 
particular structural features and pro- 
cedures of the old Board. 

In the years since Taft-Hartley was 
passed the debate has continued, and 
even Senator Taft, the chief sponsor 
of the statute in its original form, 
urged in 1949 that the duties of the 
General Counsel be reintegrated with 
those of the Board. In 1953 he favored 
a bill that would have moved in the 
opposite direction and established an 
“Administrator of the National Labor 
Relations Act,” with authority to issue 
complaints and to prosecute.? 

The latest and most dramatic phase 
in this continuing argument is the re- 
cent recommendation by the Hoover 
Commission on Organization of the 
Executive Branch of the Government 
that the authority to adjudicate charges 
of unfair labor practices under the 
Taft-Hartley Act be taken away from 
the NLRB entirely and vested instead 
in the Labor Section of a new Admin- 


Tabor Relations Reporter, Analysis of 
Recent Significant Developments, Vol. 35 
(April 18, 1955), p. 103. 
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istrative Court.2 The NLRB would 
continue to investigate charges, to issue 
formal complaints, and to prosecute 
cases before the Administrative Court. 
In March, 1954, the House Committee 
on Labor and Education, by a 14 to 13 
vote, recommended a somewhat similar 
change, except that the adjudication 
authority would have been vested in 
the regular Federal district courts.* 

It is doubtful that any governmental 
body in American history can match 
this record of the NLRB for continuing 
controversy regarding its administrative 
structure and jurisdiction. Even if the 
recent recommendations of the Hoover 
Commission and of the House Labor 
Committee are not accepted by Con- 
gress, other proposals based on similar 
assumptions will continue to be dis- 
cussed and structural and jurisdictional 
changes will periodically be considered 
and enacted. The recent recommenda- 
tions therefore afford a convenient op- 
portunity to examine the assumptions 
upon which such proposals are based 
and the probable policy effects of these 
and similar organizational changes. 

There are fairly constant and con- 
trasting themes that run through the 
criticisms of Board procedure and or- 
ganization. On the one hand there are 
those who stress the importance of ex- 
pertise, thorough exploration of back- 
ground data and social and economic 
context, and the need for the parties 
to live together after the case is settled. 
At the opposite extreme are those who 
favor strict application of judicial pro- 

*U. S. Commission on Organization of the 
Executive Branch of the Government, Legal 
Services and Procedures, 1955, pp. 84-87; 
Task Force Report on Legal Services and 


Procedures, 1955, pp. 246-56 and 280-82. 
* New York Times, March 4, 1955, p. 36. 


cedures, with a separate prosecutor, 

rigorous application of rules of evi-_ 
dence, decisions based upon a formal — 
record, and reliance upon precedent. 

The proposals of the Hoover Commis- 

sion and of the House Labor Commit- 

tee in 1954 are close to the latter point 
of view and are used as a model of it 

in the discussion that follows. In prac- 

tice, procedures will lie between these 

extreme positions; and it is hoped that 

this paper will clarify some policy im-j 
plications of the approach to either 

end of the scale. 

The Hoover Commission’s assump- 
tions and its case against the NLRB 
and other independent regulatory com- 
missions will be considered first. In a 
later section the paper will analyze the 
implications of the Commission’s pro- 
posals for future policy. 


The Attack on the Administrative 
Process 


The long-run significance of the 
Hoover Commission’s recommendation 
is best appreciated if some related parts 
of the Commission’s report are noticed. 
The proposed Administrative Court of 
the United States would not only in- 
clude the Labor Section which has 
been mentioned, but also “a Tax Sec- 


tion which should have the limited 


jurisdiction in the field of taxation now 
vested in the Tax Court of the United 
States”; and “a Trade Section which 
should have the limited jurisdiction in 
the trade regulation field now vested in 
the Federal Trade Commission, the 
Interstate Commerce Commission, the 
Federal Communications Commission, 
the Civil Aeronautics Board, the Fed- 
eral Reserve Board, the United States 
Tariff Commission, the Federal Power 
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Commission, the Department of the 
Interior, and the Department of Agri- 
culture.” 

At one point in its report the Com- 
mission declares: 

We believe . . . that once it is estab- 
lished the Administrative Court will pro- 
vide an instrumentality to which, from 
time to time in the future, additional ad- 
judicatory functions in special areas might 
be transferred. Additional Sections of the 
court could readily be established. The 
Administrative Court thus would serve as 
an intermediate stage in the evolution of 
administrative adjudication and the trans- 
fer of judicial activities from the agencies 
to courts of general jurisdiction.* 

Hence, it is clear that the Commis- 
sion looks forward to a continuing 
trend away from reliance on the ad- 
ministrative process and toward the 
grant to the courts of the more impor- 
tant powers which Congress has vested 
in the administrative boards, commis- 
sions, and departments. The Hoover 
Commission report thus appears as the 
latest contribution to a continuing con- 
troversy over the relative merits of ad- 
ministrative as against judicial action. 
This controversy, which first became 
intense with the establishment of the 
numerous alphabet agencies under the 
New Deal, may already be said to have 
had a relatively long and honorable 
history. That history includes the in- 
vestigation of the Attorney General’s 
Committee on Administrative Proce- 
dure.» It includes the enactment in 
1940 of the Walter-Logan Bill (based 
chiefly on the minority report of the 
Attorney General’s Committee), which 


* Legal Services and Procedures, op. cit., 


p. 87. ; 
5 Administrative Procedure in Government 


Agencies, Senate Doc. No. 8, 77th Congress, 
Ist Session (1941). 


was vetoed by President Roosevelt. It 
includes also the enactment in 1946 of 
the Administrative Procedures Act, a 
much milder measure than the Walter- 
Logan Bill and one which President 
Truman signed.® In some important 
respects the recommendations of the 
Hoover Commission go even further 
than did the Walter-Logan Bill, for 
although that measure would have per- 
mitted the courts to review administra- 
tive determinations de novo, the 
Hoover Commission looks forward to 
supersession of administrative action by 
the courts. 

Such justification as is offered by the 
Hoover Commission for these recom- 
mendations lies in emphasis upon the 
rights of certain parties which are al- 
legediy threatened by the breakdown of 
separation of powers characteristic of 
administrative agencies and by the 
combination within these agencies of 
the prosecution and adjudication func- 
tions. Thus the Commission declares: 

The development of the administrative 
process has led to a substantial modifica- 
tion of the traditional doctrine of the sep- 
aration of powers. In special areas of reg- 
ulation, executive, legislative, and judicial 
powers have been combined in a single 
instrumentality, but such a commingling 
of functions is justified only where the 
Congress finds that it is necessary to the 
effective performance of the regulatory re- 
sponsibilities of the Federal Government. 
Our task force believes that wherever 
practicable there shouid be a complete 
separation of the judicial function of the 
administrative agencies from their other 


functions. 

Where the proceeding before the admin- 
istrative agency is strictly judicial in na- 
ture, and the remedy afforded by the 
agency is one characteristically granted by 


S6UsState2a7 11946). 
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courts, there can be no effective protection 
of private rights unless there is a complete 
separation of the prosecuting functions 
from the functions of decision. The latter 
should be transferred either to persons who 
do not participate in the administrative 
processes or to the courts. 


This assertion that “private rights” 
are threatened by the administrative 
process is often heard and deserves 
careful analysis. In the first place, it 
must be remembered that decisions of 
the administrative agencies are review- 
able by the courts and that the propor- 
tion of cases in which administrative 
decisions have been upheld in the Cir- 
cuit Courts and in the Supreme Court 
of the United States compares very 
favorably with the record of the lower 
courts on appeals from their decisions.*® 
This record certainly does not suggest 
that the administrative agencies have 
been arbitrary or capricious or insensi- 
tive to private rights in the exercise of 
their judicial functions. In any case, 
the courts continue to have the last 
word in all cases which are important 
and crucial enough that widespread in- 
terests are concerned with their out- 
come. 

A more fundamental question than 


"Legal Services and Procedures, op. cit., 
pp. 84-85. 

“During the period 1945-54, an average 
of 22.6 percent of the judgments rendered 
by administrative agencies were reversed by 
circuit courts of appeals, compared with 
25.6 percent of the judgments handed down 
by Federal district courts in criminal, civil, 
and bankruptcy cases. (Reports of the Ad- 
ministrative Office of the United States 
Courts.) Although the courts declare that 
they allow somewhat greater discretion to 
administrative agencies than to the district 
courts, the figures do indicate that adminis- 
trative agencies have, for the most part, 
conformed to the courts’ conceptions of due 
process. 


this one is raised by the argument of 
the Hoover Commission with respect 


to private rights. The Commission — 
looks to only one set of rights. In the — 


case of the NLRB, it is concerned with 
the rights of those charged with having 
committed unfair labor practices. In 
the case of the Tax Section of the Ad- 


ministrative Court, it is concerned with © 
the rights of those who are charged 
with having failed to meet their tax _ 


obligations. In the case of the Trade, 
Section, it is concerned with the rights’ 


of those who are accused of having en- 
gaged in competitive practices declared 
to be unlawful by the Congress in a 
series of statutes, including the Clayton 
Act, the Federal Trade Commission 
Act, the Federal Communications Act, 
the various transportation acts, and 
so on. 

As will be shown in more detail 
later, the structural changes the Com- 
mission recommends are likely to mean 
less effective definition and prosecution 
of violations of the statutes, and this in 
turn means fewer rights for the people 
the laws were enacted to protect, in- 
cluding business groups injured by un- 
fair competition, labor groups, con- 
sumer groups, and those citizens who 
do pay their taxes and who must con- 
tinue to support the activities of the 


Federal government. If an act formerly 


defined as an unfair competitive prac- 
tice is later permitted, one group of 
businessmen is benefited and another 
group correspondingly hurt. If an act 
once regarded as an unfair labor prac- 
tice is later held lawful, the economic 
position of a union or group of workers 
is necessarily worsened. To the extent, 
therefore, that jurisdiction and proce- 
dures are designed to improve the posi- 
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tion of those charged with violating 
_ these laws, the position of other groups 


deteriorates. It is not a simple question 
of safeguarding private rights. 

It must be assumed that all affected 
groups have a legitimate interest in the 
interpretation of these statutes and in 
the adjudication of cases arising under 
them. It follows that the body best able 
to make the initial determination is the 
one that is best organized to secure 
relevant data regarding the claims of 


all parties involved and the impact on 


each of them of the type of conduct 
which is the subject of the charge. 
Where many parties are concerned 
with the outcome and where the issues 
are complex and difficult to under- 
stand, as is true of all of the fields 
under consideration here, it would 
seem obvious that an agency steeped in 
the subject matter in question and able 
to secure whatever empirical data it 
thinks necessary to understand the 
matter is best able to protect private 
rights. A contrary conclusion can be 
reached only if attention is concen- 
trated on the rights of respondents 
rather than upon the complicated pan- 
orama of many groups with opposing 
interests. 

The Hoover Commission’s allega- 
tions with respect to separation of 
powers and combination of prosecution 
and adjudication reflect a failure to 
analyze carefully in just what respects 
court and administrative procedures 
differ. Never in American history has 
separation of powers been complete. 
“Checks and balances,” which usually 
involve the merging of several kinds of 
power in each branch of government, 
have traditionally been regarded as 


democratic in impact rather than the 
contrary. 

In point of fact, legislative and judi- 
cial powers are merged in the courts as 
well as in the administrative agencies. 
A judge who interprets the words in a 
statute or declares legislation unconsti- 
tutional is legislating as surely and 
often more sweepingly than the ad- 
ministrative agency which issues ad- 
ministrative rules to implement vague 
statutory language. This may be un- 
avoidable, and it may be desirable, but 
it hardly justifies partisans of the judi- 
cial process in deploring the breakdown 
of separation in administrative bodies. 

The charge of combination of pros- 
ecution with adjudication 
more complicated semantic and proce- 
dural issues. It ignores the separation 
of these functions, which does in fact 
take place in administrative hearings, 


involves 


as completely as it fails to take account 
of possible sources of precedural error 
in judicial hearings. More seriously, it 
implies a wholly false analogy between 
civil administrative proceedings and 
criminal judicial proceedings. These 
matters will be considered in turn. 
The NLRB and other regulatory 
bodies have long taken considerable 
pains to maintain internal separation 
of the staffs responsible for the prose- 
cution and adjudication functions, and 
the courts have upheld the resulting 
procedures as meeting the test of due 
process. More recently Congress has 
ordered still greater separation. In the 
case of the NLRB the General Counsel 
responsible for prosecution is now 
wholly independent of the Board; and 
the Administrative Procedures Act has 
given trial examiners in other regula- 
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tory commissions a considerable meas- 
ure of independence, even authorizing 
the Civil Service Commission rather 
than the agencies for which they work 
to control their compensation and to 
determine whether dismissals have been 
made for proper reasons. 

The point already made with respect 
to “private rights” and the number of 
parties with a stake in the judgment is 
also relevant here. Procedural due 
process under Anglo-Saxon law is dis- 
tinguished by its zeal for protecting the 
accused. More than the Civil Code of 
the Continent, Anglo-Saxon legal pro- 
cedure is carefully designed to assure 
that errors are more likely to benefit 
the accused than to benefit the state 
which prosecutes him. It is worth em- 
phasizing, however, that the parties to 
a criminal case consist of a person ac- 
cused of crime on the one hand and 
the state on the other. If the verdict 
errs in benefiting the accused, other 
individuals will not suffer a corre- 
sponding injury or penalty. 

The talk of prosecution and adjudi- 
cation with reference to the NLRB and 
similar regulatory commissions draws 
by implication a false parallel with 
such criminal cases. In an NURB un- 
fair labor practices hearing no one is 
accused of crime and no one will suffer 
fine or imprisonment as a result of the 
proceedings. The Board’s order is 
remedial, not punitive. The Board may 
order reinstatement with or without 
back pay, posting of notices, or the 
cessation of some type of conduct de- 


*Fine or imprisonment may be imposed 
for contempt of court if a respondent ig- 
nores a court order to comply with the 
Board’s decision; but this involves a court 
proceeding and a different unlawful act. 


fined as unfair to labor or to manage- 

ment. The real parties in interest are 
always one or more employers and one 

or more unions, and almost always the 

decision means important benefits or 

setbacks to other persons who are simi- 

larly situated. A gain for either side 

always means a corresponding setback 

for other individuals. 


Thus, the analogy with criminal pro- | 
ceedings could hardly be wider of the 


mark. Rather than punitive judgments, 


there are remedial ones. Rather than 


one party whose rights must be pro- 


tected there are many parties, and 
every decision involves both economic 
benefits and economic losses. It follows — 
that the emphasis in devising a suitable - 
procedure for administering legislation | 
of this kind should be on protecting | 


the interests of all parties who might 


gain or lose. To talk of protecting pri- 


vate rights is seriously misleading if 
only the rights of the accused are 
meant; for other parties have an equal 


and corresponding stake in the out- 


come. In this situation, expertise and 
insight into the economic and social 
impact of decisions are of primary im- 
portance, and flexibility in procedures 
1s appropriate. 

Quite apart from the inappropriate- 
ness of the analogy with criminal pro- 
cedure, the Hoover Commission’s as- 
sumption that court trial procedure is 
substantially different from the proce- 
dure of administrative hearings rests to 
a considerable extent upon a quite 
formal, unrealistic view of judicial 
processes. It is true that administrative 
agencies are not absolutely bound by 
common law rules of evidence. On the 
other hand, the judge is bound by them 


( me a 


largely in the sense that the formal 
record may not reflect deviations from 
them. He may in fact be influenced by 
evidence that is inadmissible to the 
record, and a look at what actually 
happens in the courtroom strongly sug- 
gests that he often must be. A judge 
who rules out of order an attorney’s 
declaration that he can clearly estab- 
lish guilt if allowed to introduce wire- 
tap evidence is unlikely to succeed in 
forgetting that the offer has been 
‘made, and a lay jury is even less likely 
to do so. In this sense administrative 
procedure is simply*more candid in 
recognizing the factors that enter into 
a decision and is more likely to bring 
into the open as well as into the record 
data on which the decision is based. 


Implications for Future Policy 


The Hoover Commission, like earlier 
advocates of change in governmental 
structure and procedures, avoids close 
consideration of which groups will ben- 
efit and which will be adversely af- 
fected by such change. To the political 
scientist and to the groups affected by 
governmental labor policy, this is a 
central question that underlies discus- 
sion of separation of powers, combina- 
tion of prosecution and adjudication, 
and other symbols commonly utilized 
in these discussions. It is possible to 
comment with a fair amount of confi- 
dence on some of the implications of 
change in structure and jurisdiction for 
economic policy. 

Whether authority to adjudicate un- 
fair labor practice cases were vested in 
the Federal district courts or in a new 
Administrative Court, at least four im- 
portant differences between a court and 
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the National Labor Relations Board 
would predictably mean correspond- 
ing differences in policy direction." 
First, Federal judges hold their of- 
fices for life unless they resign or are 
impeached, and judges of the Admin- 
istrative Court would presumably have 
life tenure, as no alternative recom- 
mendation is made. Members of the 
NLRB serve for five-year terms. 
Second, there are significant differ- 
ences in the sources of information 
available to the court and to the 
Board. The NLRB employs field ex- 
aminers who investigate the facts of 
every case brought to the Board’s at- 
tention, interview the parties 
cerned, and look into the industrial 
relations background. These field ex- 
aminers help keep the Board in close 
touch with general developments in 
industrial and labor relations and help 
develop a complete record of each 
case. What they look for is influenced 
by prior Board decisions and in turn 
provides an informed background to 
help the Board decide future cases in 
the light of a constantly changing in- 
dustrial relations scene. Although the 
record of these informal investigations 
would presumably be available to the 
proposed Administrative Court, its im- 
pact would probably be changed. The 
court would be further removed from 
the examiners than the NLRB and 
therefore less likely to give their find- 


COn= 


*'The institutional differences discussed 
here are, of course, not the only aspects of 
the economic and political environment that 
have an impact on policy change; but so 
far as they mean differences in the political 
interests concerned with the agency’s opera- 
tions, they tend to mean differences in 
policy direction. 
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ings as much weight or to influence the 
nature of their investigations. A Fed- 
eral district court would be further 
limited in this respect by the fact that 
it would devote a relatively small part 
of its time to labor cases and would 
very likely not have the expertise in 
this field to enable it to evaluate infor- 
mation brought to it either by the 
Board’s field examiners or by partisan 
attorneys." 

In the third place, the Board and 
the courts can both be overruled by 
other agencies of government, but in 
a significant respect they are not the 
same agencies. Members of the Board 
are responsible not only to the courts 
which review their decisions but also 
to the political branches of the gov- 
ernment: to the President, who can 
reappoint them or not when their 
terms expire; and to the Congress, 
which wields control over the Board’s 
budget and which can change the 
basic statute under which it operates. 
The court, on the other hand, would 
be responsible to higher courts, staffed 
in turn by life-time appointees. 

Finally, the two types of agency dif- 
fer significantly as to their public re- 
sponsibility for results. If workers or 
employers are denied the rights guar- 
anteed to them under the act, or if 
collective bargaining does not appear 
to be functioning smoothly, there is 
likely to be sharp popular criticism of 
the NLRB, particularly from unions 
or management or both. The district 
courts are not likely to receive such 


“ As noted earlier, the Hoover Commis- 
sion regards the creation of an Administra- 
tive Court as an intermediate step and 
expresses the hope that its functions will 
ultimately be transferred to the regular Fed- 
eral courts. 


criticism in anything like the same ! 
quantity or intensity, and this would | 
be only slightly less true of the Admin-- 
istrative Court. 

What policy effects would follow: 
from these differences in the charac-- 
teristics of the courts as compared with} 
the Board? First, it is virtually certain} 
that changes in policy in response to) 
changes in public values would be? 
slower if the recommendations of the» 
Hoover Commission or of the House} 
Committee on Labor and Education! 
were adopted. Because the Board is an) 


easy target for eriticism from labor,, 


management, and observers of the in-- 
dustrial relations scene, and because it 
is responsible to the President and to 
Congress, it must take great care to) 
know how the political winds are: 
blowing and how public attitudes to-- 
ward labor-management relations are) 
changing. Even a casual look at the: 
evolution of NLRB policy during the: 
17 years of its turbulent history im-. 
presses the observer with the Board’s. 
sensitivity in this respect. Many of the 
policy directives Congress imposed on 
the Board in the Taft-Hartley Act had 
already been adopted as administrative 
policy in the years before Taft-Hartley 
was passed. Among the policies in this 
category are those relating to employer 
free speech, craft severance, abolition 
of the Economic Analysis Division, the 
one-year contract bar rule, abandon- 
ment of devices other than elections to 
decide representation cases, and others. 
In» the since enactment of 
Taft-Hartley many Board policies have 
changed even more dramatically, and 
few would deny that in these changes 
the Board has been following the elec- 
tion returns and the voices of the 


years 


SENT 
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people as those voices filter through to 
Washington. Our courts, on the other 
hand, have never been notable for an- 
_ticipating policy changes in the White 
House and on Capitol Hill, but rather 
have followed at a considerable dis- 
tance and often have engaged in some 
close infighting before deciding to fol- 
low. The relative independence of the 
courts from Congress and the Presi- 
dent and the inability of the political 
branches to impose sanctions on the 
courts with anything like the ease with 
which they can influence administra- 
tive agencies is unquestionably an im- 
portant factor in this picture. The 
tenure of judges is not affected by the 
popularity of incumbent judges with 
Congress or in the White House, and 
Congress has not shown any disposi- 
tion to vary judicial budgets because 
of policy agreement or disagreement. 
Studies of policy differences between 
the courts on the one hand and the 
political branches of the government 
on the other show that with impressive 
consistency the courts advocate policies 
which in the long run are overturned 
by legislative and executive action, act- 
ing in response to changes in public 
Opinions and values.’? This long-run 
process, however, contrasts impres- 
sively with the sensitive record of the 
NLRB in this respect. 

It is important to refer again to the 
assumptions upon which this predic- 
tion regarding future governmental 
labor policy is based. Implicit in the 
thesis of this paper is the assumption 
that public values regarding a “good” 
or “fair” or “balanced” labor-manage- 


™See Jack W. Peltason, The Judicial 
Process in the Federal Courts (to be pub- 
lished by Doubleday, 1955.) 


ment relationship change over time, 
and often change fairly rapidly. It is 
further assumed that both a court and 
the NLRB not only apply general rules 
to particular cases but also “legislate” 
in the sense of making policies which 
affect whole classes of people similarly 
situated. To the extent that they leg- 
islate it can be argued that they should 
reflect public values as accurately as 
possible for the same reasons that we 
try to be sure that Congress reflects 
such values. The considerations already 
mentioned strongly suggest that the 
NLRB is more likely to do this than is 
the new Administrative Court or the 
Federal district courts. 

The argument of the Hoover Com- 
mission rests, on the other hand, on 
the assumption that Congress freezes 
a clear policy for the indefinite future 
when it writes a law, and that the 
function of the administering agency 
is to apply that policy objectively and 
mechanically to all cases that come 
before it. The legislative function of 
courts is overlooked. If these assump- 
tions are valid, isolation of the court 
from consideration of the implications 
of a decision for other parties similarly 
situated and for the future character 
of American labor-management rela- 
tions is not only justified but to be 
applauded. Life tenure and reliance 
for data largely on the partisan re- 
ports of lawyers preserve such isolation. 

Whether procedures should be de- 
signed to emphasize sensitivity to 
change in values or to emphasize sta- 
bility is a legitimate question for dis- 
cussion, but those who debate changes 
such as those proposed by the Hoover 
Commission should be aware that this 
is one of the central issues. 
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A second predictable consequence of 
the recommended change would be to 
give management groups an advantage 
relative to their position today. This 
statement is based upon three consid- 
erations. First, it has been true since 
the Taft-Hartley Act was passed that 
about 80 percent of the total unfair 
labor practice cases filed have involved 
charges against employers and only 
about 20 percent have involved charges 
against unions.’ Second, there is sub- 
stantially greater scope in’a court pro- 
ceeding than in an administrative one 
to engage in legal maneuvering 
through procedural objections and 
other technical claims. Considerably 
greater. latitude in introducing evi- 
dence and other procedures has always 
been permitted in hearings before an 
administrative agency, and Congress 
recognized the necessity and the advis- 
ability of this in writing both the 
Wagner and the Taft-Hartley acts.’ 
Legal maneuvering can be used more 
effectively to prevent a finding that a 
party charged with unlawful conduct 
is in fact guilty of such conduct than 
to bolster the interests of the plaintiff. 
It would therefore be likely to favor 
management far more often than it 
would favor labor. 

A third consideration is the greater 
expertise of the NLRB in the field of 
labor-management relations and the 
relevance of such expert knowledge to 
recognition that an act does constitute 
an unfair labor practice. The Board 
can explore the empirical data as 
thoroughly as it wishes, regardless of 
the efforts of attorneys for the parties 
to present only that data favorable to 


* NLRB Annual Reports. 
* Section 10 (b) of each act. 


themselves and to present it from their 
own point of view. Whether a partic- 
ular action by an employer or a union. 
does in fact amount to discrimination 
for concerted activity, or to company] 
domination of a labor organization, or’ 
to restraint or coercion, or to refusal 
to bargain collectively depends in most 
instances upon the context in which) 
the behavior occurred and upon the? 
relationship that has existed and does) 
exist between the parties in a partic! 
ular plant. Judgments regarding these: 
matters are difficult and subtle, and it! 
is not a field in which those without: 
extensive experience can operate suc-; 
cessfully or fairly. It cannot be as-: 
sumed that partisan attorneys will em- 
phasize or even mention the facts} 
which an expert in the field knows to) 
be the crucial data in deciding whether } 
a particular action does or does not? 
constitute an unfair labor practice;) 
and even if such data are developed in| 
the course of a hearing, their signifi-. 
cance is not likely to be appreciated by) 
judges who are not steeped in the com-; 
plexities of industrial relations. This; 
consideration applies particularly with 
respect to the recommendation of the 
House Labor Committee that jurisdic- 
tion be vested in the Federal district 
courts. It applies as well, however, 
though with somewhat less force, to 
the Hoover Commission recommenda- 
tion that an Administrative Court with 
a Labor Section be established to exer- 
cise these functions. To the extent that 
an action innocent in the abstract be- 
comes an unfair labor practice in con- 
text, the Board is more likely to see 
the context. 


Certain Taft-Hartley restrictions on 
NLRB procedure have very likely al- 


; 


: 
: 


| 


] 
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ready weakened the expertise of the 
Board and it might be appropriate to 
strengthen it in this respect rather 
than to vest jurisdiction in an even less 
experienced agency. The Taft-Hartley 
Act prohibits the Board from main- 
taining a Review Division of expert 
attorneys to review hearing transcripts 
and drafts of opinions; declares that 
“No trial examiner shall advise or con- 
sult with the Board with respect to 
exceptions taken to his findings, rul- 


‘ings, or recommendations”; and denies 


the Board authority “to appoint indi- 
viduals for the purpose of conciliation 
or mediation, or for economic anal- 
ysis.”?° All these provisions deny to the 
Board various types of expert advice 
which were found helpful under the 
Wagner Act, and they began the trend 
toward making the Board more like a 


court. 


Informal Settlements 


The NLRB has settled an impressive 
number of its cases by informal meth- 
ods, and with experience, the propor- 
tion of cases settled informally has 
increased. In the first 10 years of the 


Board’s operations 84 percent of the 


cases filed were settled informally. In 
fiscal 1953, 87 percent of the unfair 
labor practice cases were settled before 
any formal action occurred and 93 
percent were settled before the Board 
reached a decision.*® 

This is a record which few would 
criticize. Informally settled cases are 
either dismissed because the Board de- 
termines that there is not enough evi- 
dence to warrant the issuance of a 
complaint and the holding of a hear- 


* Section 4 (a). 
* NLRB Annual Reports. 
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ing, withdrawn by the party that 
brought the charge after it decides or 
is persuaded that there is no significant 
evidence of the unfair labor practice 
charged, or adjusted by the respondent 
to the satisfaction of the party bring- 
ing the charge. 

The Hoover Commission Task Force 
left no doubt that it thinks informal 
settlements are desirable: 


The National Labor Relations Board 
should conduct investigations, pertaining to 
charges of unfair labor practices and seek 
through conferences and informal proce- 
dures to correct practices which are unfair 
but which do not require judicial action. 
. . . In labor-management relations, coop- 
eration and understanding are far more 
important to the public interest than liti- 
gation. . . . In the specific area of unfair 
labor practices, moreover, the Board would 
continue its investigation of complaints and 
its efforts to adjust controversies through 
informal methods, including conferences 
and _ stipulation-agreements. Where good 
faith prevails, the great majority of such 
complaints should be subject to adjust- 
ment without the necessity of formal pro- 
ceedings, which frequently emphasize dif- 
ferences and make final acvords even more 
difficult. Labor and management are part- 
ners in production, serving alike the inter- 
est of the public. Cooperation rather than 
controversy should always be the goal of 
any agency charged with responsibility in 
the field of labor-management relations.** 

If) the 
Force is as sensitive to the advantages 
of informal settlement over litigation 
as these quotations suggest, it is es- 
pecially difficult to understand its rec- 
ommendation that adjudication of un- 
fair labor practices be taken from an 
administrative agency and vested in a 
court. This is a move in the direction 
of greater formality and more litiga- 


Hoover Commission ‘Task 


1 Task Force Report, op. cit., pp. 281-2. 
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tion and would very likely infect the 
atmosphere of the NLRB’s prehearing 
investigations with these qualities. 
Whether it would reduce the propor- 
tion of informally settled cases is diff- 
cult to predict, but it is even more 
difficult to understand how it could 
possibly increase the proportion or in- 
troduce the atmosphere of cooperation 
which the Commission thinks desirable. 

If a Board stripped of the power to 
interpret the statute and adjudicate 
charges did proceed, as the Commis- 
sion suggests, to encourage informal 
settlements, the settlements would have 
to be based to a considerable extent 
upon the bargaining power of the par- 
ties rather than upon the-policies an- 
nounced by Congress as desirable ones 
when it passed the Labor-Management 
Relations Act. Indeed, the remarks of 
the Hoover Commission Task Force 
with respect to the nature of the 
NLRB’s work in securing informal set- 
tlements and labor-management coop- 
eration reveal a serious confusion be- 
tween mediation on the one hand and 
the setting of minimum standards of 
conduct to which the parties must ad- 
here on the other. Unlike the Federal 
Mediation and Conciliation Service, 
any agency that administers the La- 
bor-Management Relations Act is sup- 
posed to be certain that the settlements 
it approves do not violate the require- 
ments of that act. The NLRB cannot 
agree to the withdrawal of a charge 
that management has refused to bar- 
gain collectively if the withdrawal is 
based upon a settlement which includes 
continuance of refusal to bargain col- 
lectively, nor can the Board increase 
its proportion of informally settled 


i 
cases by dismissing charges that a |} 
union has engaged in secondary boy- 
cotts when the evidence points to the 1 
validity of the charge. Settlements like 
these cannot be permitted even where } 
both parties would like to settle on | 
these grounds. 

The 
Board to try to effect informal settle-_ 
ments in spite of withdrawal of the } 
Board’s power to interpret the act and | 
to adjudicate controversies raises the | 
possibility that the Board would be) 
under pressure to encourage informal | 
settlements based upon the relative | 
bargaining power of the parties and | 
regardless of possible incompatibility | 
with the law. Where the parties did_ 
agree to settle informally there would | 
be no possibility of review by a court. 
to determine whether the policy estab- | 
lished by Congress was in fact being | 
enforced. The Board would thus be in 
the rather incongruous position of act- 
ing as a prosecutor and simultaneously | 
acting as a mediation agency interested | 
in securing settlements regardless of | 
the terms. Millis reports that during i 
the early years of the NLRB’s opera- | 
tion under the Wagner Act a “Settle-,| 
ment Section” too often did secure in-}| 
formal settlements by appeasing the} 
stronger party. The Settlement Section} 
for that reason came to be known by? 
the Board’s staff as the “Chamberlain\ 
Squad.”"® The Hoover Commission) 
proposal might make of the Board a 
new “Chamberlain Squad” and would| 
clearly be a move in the direction of! 


Commission’s advice -to the }| 


** Harry E. Millis and Emily C. Brown,), 
From the Wagner Act to Taft-Hartley (Chi-- 
cago: University of Chicago Press, 1950),, 
p. 49; 
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weakening the rights guaranteed by 
the act. 

Even so brief a survey of the subject 
as this one suggests that public eco- 
nomic policy is to a significant degree 
a function of the structures and pro- 
cedures by which it is formulated. 
Whether the Hoover 


Commission’s 


or alternative ones are 
adopted, the subject deserves serious 
inquiry; but inquiry should be con- 
ducted on a more fundamental level 
than that involved in the announce- 
ment of value judgments based upon 
little more than phrases that lack 
specific referents. 


conclusions 
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Postwar Monetary Policy 


Joun A. CocHRAN 


Assistant Professor of Economics, University of Illinois 


WITH THE relaxation of direct controls 
in 1945-46 and the subsequent postwar 
inflation there has been a general re- 
vival of interest in the appropriateness 
of using monetary policy to affect the 
general level of prices and economic 
activity. The result of this increased 
interest in monetary policy. has been to 
stir up a good deal of controversy both 
in academic and in governmental cir- 
cles here and abroad. 

Congress has gotten into the act with 
three different congressional committee 
investigations and reports: the Douglas 
Committee Reports of 1950 and 1952 
and the Flanders Committee Report of 
1954. The first two reports were con- 
cerned mainly with the relationship 
between monetary policy and inflation, 
whereas the latest of the reports de- 
voted much of its attention to monetary 
policy and the recession of 1953-54 in 
the United States. 


The Postwar Monetary Controversy 


By 1950 increasing numbers ‘of econ- 
omists were willing to blame inappro- 
priate monetary policy for at least part 
of the considerable postwar inflation in 
the United States. Many felt that fears 
of a postwar depression and excessive 
concern about the effects of higher in- 
terest payments on the cost of carrying 
the government debt had unduly domi- 
nated government policy. The “leader- 
ship” role of the Treasury and the 
“followership” role of the Federal Re- 
serve System on debt management and 


interest rate policies also occasioned 
adverse comment. It was the accept- 
ance by the Federal Reserve System, 
during this early postwar period, of the 
necessity of maintaining government 
bonds at par even though this might 


have inflationary consequences that led_ 


to much of the rising tide of criticism: 
E. A. Goldenweiser, formerly director 
of the Division of Research and Sta- 
tistics, Federal Reserve Board, has de- 


scribed Federal Reserve actions and- 
their consequences during this period — 


very neatly. 


The impossibility of restraining credit ex-_ 
pansion, while carrying out a policy of | 
supporting bonds at par, was clearly dem-_ 


onstrated during this period. Sales of gov- 
ernment bonds by nonbank holders, par- 
ticularly insurance companies, resulted 
under the policy of support in the creation 
of additional bank reserves, the bonds be- 


ing purchased by the Federal Reserve au- | 
thorities, fully aware of the consequences | 


of their policy.? 


Why would the System knowingly fol- | 


low this seemingly inappropriate pol- 


icy? This has its explanation largely, it) 


appears, in the prevailing psychology 
of the period which was dominated by 


the twin fears of serious depression or? 
of a cold war turning into a new hot 


one. 


One of the early public attacks on| 


the prevailing monetary policy came in 


early 1950 with the Report of the Sub- 


*E. A. Goldenweiser, American Monetary | 
Policy (New York: McGraw-Hill, 1951), p., 


204. 
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committee on Monetary, Credit and 
Fiscal Policies. This subcommittee, 
headed by Senator Paul Douglas, called 
for a reversal in government monetary 
policy. The subcommittee report called 
for a restoration of Federal Reserve 
Board flexibility in monetary matters 
even if credit restraint in periods of 
inflation should result in inconvenience 
to the Treasury in its sale of securities 
for new financing and refunding pur- 
poses.” 

This congressional report was backed 

up by a conference of university econ- 
omists at Princeton in October, 1951. 
Their recommendations issued in early 
1952 also condemned prevailing mone- 
tary and credit policies. 
In our judgment the failure to utilize ex- 
isting monetary powers adequately in the 
period since the war must bear a signifi- 
cant share of the responsibility for the in- 
flation that we have experienced. . . . It is 
our judgment that fuller use of existing 
Federal Reserve powers can make a major 
contribution to restraining inflationary 
pressures.’ 


This vigorous attack on American 
postwar monetary policies has not gone 
unnoted by the defenders of these 
policies. Professor Alvin Hansen, who 
was at the Princeton conference but 
did not sign the final report, entered 
a strong dissent from these views. He 
stated in a recent article: “Nor do I 
believe that we would have escaped the 


* Report of the Subcommittee on Mone- 
tary, Credit and Fiscal Policies of the Joint 
Committee on the Economic Report, Con- 
gress of the United States (Washington: 
U. S. Government Printing Office, 1950), 

eek 
F ®Conference of University Economists, 
Monetary Policy to Combat Inflation, Spe- 
cial Report No. 31 of the National Plan- 
ning Association, Janaury 21, 1952, p., 5 
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considerable price inflation of 1946-47 
had the hands of the Reserve authori- 
ties not been tied with respect to the 
support of long-terms at par.”’* Hansen 
is also critical of some of the claims of 
the Federal Reserve relating to the 
relative price stability following the 


Treasury-Federal Reserve “accord” of 
March 4, 1951. 


Monetary Policy After the Accord 


It is this accord which provides a 

useful benchmark demarcating recent 
monetary policy in the United States 
from that followed in the immediate 
postwar period. It was on this occa- 
sion that the Federal Reserve, with the 
concurrence of the Treasury, made a 
public announcement of its intentions 
to follow a more independent monetary 
policy in the future. The public an- 
nouncement of the famous accord was 
bare indeed: 
The Treasury and the Federal Reserve 
System have reached full accord with re- 
spect to debt-management and monetary 
policies to be pursued in furthering their 
common purpose to assure the successful 
financing of the Government’s require- 
ments and, at the same time, to minimize 
monetization of the public debt.® 

In furtherance of this policy objec- 
tive of minimizing the monetization of 
the public debt, the Federal Reserve 
greatly reduced its purchases of short- 
term securities so as to force commer- 
cial banks to borrow reserves on a 


* Alvin Hansen, “Monetary Policy,” Re- 
view of Economics and Statistics, May, 
1955, p. 115. 

° Report of the Subcommittee on General 
Credit Control and Debt Management of 
the Joint Committee on the Economic Re- 
port, Congress of the United States (Wash- 
ington: U. S. Government Printing Office, 


195A) pe peao: 
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temporary basis rather than liquidate 
governments at a guaranteed market 
price. The hope was that this policy 
would result in a level of short-term 
market which would 
fluctuate around the Federal Reserve 
discount rate.® It is obvious that the 
Federal Reserve did not contemplate 


interest rates 


complete withdrawal from the money 
market nor did it anticipate that its 
influence on the money market would 
be negligible. However, its role as the 
money market leader would now be 
used to influence credit policy in its 
impact on general economic activity 
rather than merely to ease the task of 
the Treasury in the floating of new 
government debt or,the refunding of 
outstanding debt. 

In addition to greatly reducing its 
purchases of short-term securities the 
Federal Reserve finally stopped pur- 
chasing long-terms completely. As the 
Board stated in November, 1954: ‘“Pur- 
chases of long-term securities by the 
Federal Reserve were continued in 
diminishing volume for a number of 
weeks following the accord, but after 
mid-1951 the Federal Reserve bought 
practically no long-term bonds.’’’ This 
confining of its operations to the short 
end of the market brought criticism not 
only from Professor Hansen (loc. cit.) 
but also, among others, from Professor 
Elmer Wood. He argued that the Open 
Market Committee should have free- 
dom to operate in all sectors of the 


“Senate Document No. 123, Pt. 1, 1952, 
p. 350. 

“Hearings before the Subcommittee on 
Economic Stabilization of the Joint Com- 
mittee on the Economic Report, Congress of 
the United States (Washington: U. S. 
Government Printing Office, 1954), p. 4. 
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market depending on its judgment as 


to the most appropriate policy.* 

In any case, this removal of the pegs 
on prices of government securities did 
not produce a catastrophic decline in 


bond prices and panic conditions in> 


the government bond market as some 


had feared. On the contrary, the mar-_ 
ket prices of government securities | 
fluctuated within a relatively narrow 


range, for example, between 95 and 


99 for long-term bonds, until late 
1952.2 One of the important things that | 
did happen was a revival of the im-| 
portance of the rediscount rate as an 
instrument of control of credit expan-_ 
sion by the Federal Reserve System. | 
The discount instrument, which had 
been little used since the early 1930's, 
now came into its own again when 
tightened reserve positions of the mem- | 


ber banks, as a result of the open-mar-— 
ket operations of the Federal Reserve, 
forced banks to borrow reserves from_ 
the Federal Reserve where earlier they | 
could have sold government securities | 


at a nearly guaranteed price. 
Because the Federal Reserve System 


did not fully meet the demands of 


banks for reserves through its open- 
market operations in the fall of 1952, 
there was a considerable increase in 
the volume of discounts. This pressure 
on bank reserves resulted in a rise in 


short-term money rates which was rein- 


forced in early 1953 by an increase in 
the discount rates of the Reserve Banks 
from 1% percent to 2 percent. Reflect- 


*Elmer Wood, “Recent Monetary Poli- 
cies,’ Journal of Finance, September, 1955, 
(All 

* Hearings before the Subcommittee on 
Economic Stabilization, op. cit., p. 4. 
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ing a continuing rise in the demand for 
credit, together with this credit re- 
straint, both long- and short-term rates 
rose further.*° 

The justification for this “tight 
money” policy is to be found in the 
continuing heavy demand from busi- 
ness borrowers to carry inventories 
which had grown sharply toward the 
end of 1952 and which continued to 
increase through the first half of 1953. 
Consumer credit to finance purchase 
of new durable goods had also jumped 
significantly in the last eight months of 
1952 and continued in strong demand 
in early 1953.71 Many persons close to 
the financial markets were fearful that 
if this strong demand for credit were 
not curbed, financial excesses might 
develop which would lead to a serious 
economic readjustment. 

The result of this continuing credit 
demand was that interest rates gradu- 
ally rose until mid-April, after which 
they advanced sharply. At the same 
time general price stability had been 
largely achieved. Agricultural prices 
continued their slow decline and some 
industrial prices gradually advanced 
but on balance the general price level 
was approximately stable. 


The Easy-Money Policy 


This tight-money policy did not con- 
tinue in effect very long, however, as 
the Federal Reserve Board was con- 
cerned lest any downturn in general 
economic activity might be attributed 


0 Pederal Reserve Bulletin, December, 
1954, pp. 1239-40. 

4 Federal Reserve Bank of New York, 
Annual Report for 1953, pp. 22-23. 

2 “Recent Credit and Monetary Develop- 
ments,’ Federal Reserve Bulletin, July, 


1953, p. 693. 


to such a restrictive policy on credit, 
as was true after the 1920-21 down- 
turn. The first evidence of this new 
policy of monetary ease appeared when 
the Federal Reserve Open Market 
Committee authorized its agent, begin- 
ning in the second week of May, 1953, 
to start making repeated open-market 
purchases of Treasury bills. By July 8 
this open-market policy had resulted in 
$1.2 billion of new reserves for the 
banking system." 

Even this marked easing of the re- 
serve position of the member com- 
mercial banks was not regarded as be- 
ing sufficient, however. The second half 
of the year always finds a seasonal 
upturn in the demand for credit facili- 
ties and, furthermore, the Federal gov- 
ernment was still laboring under a con- 
tinuing deficit with the consequent 
need to resort to the money market for 
additional funds. Therefore, on June 
24, 1953, the Board of Governors an- 
nounced a reduction of reserve require- 
ments for demand deposits of one per- 
centage point for reserve city and 
country banks and of two percentage 
points for central reserve city banks. 
This action had the effect of freeing an 
estimated $1.2 billion of additional 
reserve funds.** Thus a total of nearly 
$2.5 billion in additional reserves was 
made available to commercial banks 
so that they would not be greatly re- 
strained in extending increased con- 
sumer, business, and government loans. 
Using an estimated credit-creation ratio 
of three!® this meant that $7.5 billion 


Ovi ioy, (Say 

“ Tbid., p. 696. 

% Albert G. Hart, Money, Debt, and Eco- 
nomic Activity (New York: Prentice-Hall, 
1954), p. 77. 
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of new credit could be made available 
by the banking system to help sustain 
the level of economic activity. 

In the first quarter of 1954 further 
easing of the credit markets was en- 
couraged by the action of the Federal 
Reserve System on February 5 of low- 
ering the rediscount rate from 2. per- 
cent to 1% percent, which was quickly 
followed in April and May by a further 
reduction in the rediscount rate to 1 
percent. This lowering of the redis- 
count rate was undertaken even though 
member banks had over a billion dol- 
lars in excess reserves in early 1954 as 
contrasted with the first quarter of the 
previous year when they were in debt 
to the Federal Reserve an average of 
$1.2 billion.1® On July 29, 1954, reserve 
requirements on net demand deposits 
were reduced by the Board of Gov- 
ernors for member banks by 2 percent- 
age points for central reserve city banks 
(from 22 to 20) and by 1 percentage 
point for reserve city banks (from 19 
to 18) and for country banks (from 13 
to 12 on August 1). These actions 
had the effect of freeing an additional 
$1.5 billion of reserves. Despite this 
availability of funds to loan, banks gen- 
erally were cautious in their lending 
policies preferring to scan applications 
for credit with care. Likewise, many 
businessmen were reluctant at that 
time to speculate on future price or 
sales movements with heavy financial 
commitments to the banks. 


*“Bank Credit and Money in 1953,” 
Federal Reserve Bulletin, February, 1954, 
pp. 123-24. 

“Data from table in Federal Reserve 
Bulletin, December, 1954, p. 1261. 
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Credit Restraint Again 


That the Federal Reserve was con- 


cerned about the possible inflationary 


effects on the economy of the strong 


increase in the demand for credit in 
the first half of 1955 became evident 


when the rediscount rate, which had | 
been increased from 1% percent to 1%4_ 
percent in April was further raised 


early in August to 2 percent at all 


Federal Reserve Banks except Cleve-_ 
land, which raised its rate to 2% per+ 
cent. By September the rest of the 
banks had fallen into line with the. 


higher rate. Rediscount rates 


in rates came from the fact that mem- 


ber banks’ average borrowings from 


Federal Reserve Banks were higher 
than in any other comparable period 


were 
again raised in November to 2% per-_ 
cent for the fourth increase in 1955. | 
The immediate impetus for the increase _ 


since May, 1953.** This considerable 


increase in member bank borrowing, 


along with sales of large amounts of | 


United States government securities by 


banks, came as a result of a record ex- 


pansion of bank loans during the first | 
half of 1955. Demand in the first six | 
months of 1955 was strong in nearly all. 
credit areas with consumer loans, bank 


loans to businesses, mortgage lending, 


state and local government security. 
issues, and corporate security issues for 


new capital all increasing significantly.’® 
This tightening of credit conditions 


* Federal Reserve Bank of New York, 
“Money Market in August,’ Monthly Re- 
view of Credit and Business Conditions, 
September, 1955, p. 105. 


* “Credit and Money in 1955,” Federal 


Reserve Bulletin, July, 1955, p. 741. 
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in 1955, as economic activity rebounded 
from the lows of 1954 to record high 
levels, forced up the Treasury cost of 
new borrowing as issues were floated 
in a more competitive market. As 
Business Week reported in mid-summer 
of 1955 on the substantially higher 
costs to the Treasury of floating a new 
offering of $1.5 billion of 91-day bills: 
“The bills could be sold only at a price 
equivalent to an average yield of 
1.72%, highest since the 1.957% of 
Sept. 15, 1953. A year ago, costs ran 
between 0.646% and 0.80%, and just a 
month ago an offering was disposed of 
ona 1.40% basis.”’?° 

The gradual firming of money rates 
in 1955 was due not so much to an 
aggressive restrictive policy on the part 
of the Federal Reserve System as to 
an abandonment of the “active ease” 
policy in favor of a more neutral posi- 
tion which permitted the money market 
to seek its own money rate level which 
would equilibrate all the borrowing 
and lending forces whether they were 
private or governmental. Although the 
rediscount rate had been raised as a 
go-slow signal to overeager bank lend- 
ers, open-market operations, which are 
the most powerful tool of Federal Re- 
serve policy either to tighten or to ease 
credit generally through its immediate 
impact on member bank reserve posi- 
tions, had been used largely on a sea- 
sonal rather than on a cyclical basis.** 

Although the Federal Reserve could 
not be held directly responsible for the 
rise in the cost of Treasury borrowing, 
it was clear that its attitude and actions 


* Business Week, July 30, 1955, p. 114. 
4 “Credit and Money in 1955,” loc. cit., 
pp. 744-45. 


in this regard were different from those 
which prevailed immediately after 
World War II. The Federal Reserve 
was not willing to see the government 
bond market disorganized but neither 
was it willing to provide a firm ceiling 
on the interest rate structure so as to 
keep the interest rate cost low for the 
Federal government. In fact, it ap- 
peared to have much more faith in the 
relatively uncontrolled money market 
performing the necessary functions of 
rationing credit needs than it had in an 
earlier period. In justification of its 
announced intentions to confine its 
operations almost entirely to the short 
end of the market and also to intervene 
in the market only “to correct a dis- 
orderly situation in the Government 
securities market,” rather than to in- 
tervene “to maintain orderly markets 
for United States Government securi- 
ties,’?? as it had earlier, the Federal 
Reserve called attention to its underly- 
ing philosophy that the basic role of the 
money market was one of matching 
private demand for securities with the 
available supply. 

This greater willingness and desire to 
rely more heavily on the interplay of 
the demand for credit and the supply 
of loanable funds as they operated to 
set money rates in the market has been 
evident throughout the entire four-and- 
a-half-year period since the accord. 
Even during the so-called period of 
credit restraint in late 1952 and early 
1953, most of the restrictive forces 
originated in the market with the Fed- 


™ Hearings before the Subcommittee on 
Economic Stabilization of the Joint Com- 
mittee on the Economic Report, op. cit., p. 
23% 
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eral Reserve even tending to soften 
some of these forces. Almost for the 
first time since the early thirties the 
member banks resorted to borrowing 
substantial amounts of reserves from 
the Federal Reserve System which, of 
course, gave renewed emphasis to re- 
_ discount policy. 


Monetary Policy and 
Economic Activity 


What, however, have been the effects 
of these changes in monetary policy on 
the level of economic activity? To what 
extent can we extend kudos to the Fed- 
eral Reserve for the moderation of 
inflation after the famous accord in 
1951? How important was the policy 
of “active ease,” together with other 
credit developments, in moderating the 
mild recession of 1953-54? It is difh- 
cult to be dogmatic on these matters. 
During the same period that the Fed- 
eral Reserve shifted its emphasis, and 
even reversed itself, there were also 
significant changes in the Treasury 
budget, including its approach to debt 
management. Consumption expendi- 
tures shifted very sharply up and down 
in late 1950 and early 1951. The 
Korean War, with its attendant reim- 
position of some direct controls and 
the possible threat of an all-out war, 
certainly should be credited with much 
effect on expenditures (private as well 
as governmental) and hence on the 
price level. The course of foreign trade, 
including gold flows into and out of 
the country, affected the money supply 
and the volume of bank reserves. 

Taking these other considerations 
into account, it is doubtful that the 
monetary policy steps followed by the 
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Federal Reserve after the accord were 
of decisive significance. Demand de- 
posits and currency holdings of busi- 
nesses and individuals, which had in- 
creased some $5 billion in the ten 


months from mid-1950 through April, 
1951, rose by $7 billion more in the. 


year after the accord. This increase of 


some 6 percent indicated, however, an_ 
expansion of private credit at a reduced 
rate.?° It is perhaps more accurate to_ 


give considerable credit to the substan- 


tial surplus in the consolidated cash | 
budget of the Federal government for 
the first half of calendar 1951 than to_ 
attribute the general price stability fol- 
lowing the spring of 1951 entirely to | 
the relatively mild credit restraints im-_ 


posed by the Federal Reserve. It is also 
important to note the natural reaction 


from the panic buying of late 1950 and | 


\ 


the great increase in production which > 
had occurred by mid-1951.?* But even | 
if the Federal Reserve does not deserve - 
the lion’s share of the credit for this | 


price stability, it was at least following | 
the appropriate policies of credit re- | 


straint for an inflationary period. This 


is more than can be said for the period | 


immediately following World War II. 
Turning to the effect of monetary 


policy in moderating the recession of | 


1953-54, we might with justification 
assign more importance to a monetary 


policy of “active ease,’ though even 


here other deliberate and even acci- 


dental factors entered in to cushion the 
economic decline. 


The economic recession, which began 


* Albert R. Koch, “Money Market De- 
velopments— From the ‘Accord’ to Mid- 


1952,” Journal of Finance, May, 1955, pp. 
287-89. 


* Hansen, loc. cit., p. 114. 
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in July, 1953, coincident with the sign- mining and transportation.?* Total un- 


ing of the truce in Korea, and which 
lasted nearly a year, was associated 
mainly with a sharp reversal in business 
inventory policy from accumulation to 
liquidation and with a sharp downturn 
in Federal obligations, appropriations, 
and actual expenditures. In the cut- 
back in Federal expenditures, most of 
the slash was concentrated in national 
‘security expenditures, especially in hard 
goods purchases. This cutback in gov- 
‘ernmental expenditures and new orders 
meant that many businessmen found 
themselves overloaded with inventories 
in relation to their reduced level of 
sales. Hence, inventories of durable 
goods manufacturers which were being 
increased at an annual rate of $3 bil- 
lion in the second quarter of 1953 were 
being liquidated at a rate of $5 billion 
in the second quarter of 1954.*° 


Using the same period of compari- 
son we find that personal consumption 
expenditures actually increased from 
$231.4 billion (annual rate) to $235.1 
billion. It was the fall, then, in gross 
private domestic investment from $55.0 
billion to $46.9 billion and the decline 
of government purchases of goods and 
services from $85.4 billion to $75.9 bil- 
lion that accounted for the fall in the 
gross national product from $369.3 
billion to $357.6 billion. This 3-percent 
drop in GNP was accompanied by a 
4-percent drop in employment in all 
nonfarm industries from June, 1953, to 
June, 1954. However, the decrease in 
jobs of 1.9 million was concentrated 
almost entirely in the manufacturing 
sector and the closely allied sectors of 


™ Survey of Current Business, September, 
1954, p. 8. 


employment in June, 1953, was only 
1,563,000 and in June, 1954, it was 
3,347,000;?7 hence, unemployment had 
more than doubled. 

Expectations regarding a nearly bal- 
anced Federal budget, as expressed in 
some quarters, turned out to be far too 
optimistic. Although the Bureau of the 
Budget expected a deficit of $2.5 bil- 
lion to $3 billion in the conventional 
budget, they were looking for a surplus 
of $115 million in the consolidated cash 
budget (receipts from and payments to 
the public) for fiscal year 1955.78 In 
fact, the consolidated cash budget 
showed a deficit of $2,377 million.?® It 
is in this budget that the actual impact 
of Treasury operations is felt on eco- 
nomic activity since cash receipts drain 
funds away from the public and cash 
payments return funds to the income 
stream. This deficit was so much 
greater than expected because of the 
heavy withdrawals for unemployment 
compensation, the statutory require- 
ments for government support of agri- 
cultural prices in a sagging market, and 
heavier cuts in taxes by Congress than 
had been recommended by the Admin- 
istration. The net effect, of course, was 
a greater support for the general level 
of economic activity than had been 
expected or desired. 

Other favorable factors in mitigating 
the 1953-54 recession included an in- 


*% Monthly Labor Review, October, 1954, 
pp. 1084-85. 

eUTDid-s pawl lols 

*% The Budget of the United States Gov- 
ernment for the Fiscal Year Ending June 
30, 1955 (Washington: U. S. Government 
Printing Office, 1954), p. 1099. 

* Federal Reserve Bank of Philadelphia, 
Business Review, February, 1955, p. 10. 
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crease in personal consumption ex- 
penditures, previously mentioned, and 
a rise in our foreign exports due to 
continuing prosperity abroad. Mone- 
tary policy alone obviously did not stop 
the economic decline and bring about 
the recovery. Nevertheless, this does 
not mean that monetary policy was 
unimportant in this regard. 

The easy-money policy pursued 
throughout 1954 contributed to the 
remarkable upsurge in construction 
which served to offset the downturn in 
production in so many industries. As 
the Federal Reserve Bank of New York 
has pointed out: 

The most readily visible effect of the 
“easy money” policy pursued throughout 
1954, however, was its contribution to the 
financing of construction, particularly to 
the mortgage financing of home building 
which was further stimulated by the easing 
of mortgage terms. Consumption also was 
sustained and encouraged by easier con- 
sumer-credit terms, after an initial lag 
caused by lender caution in view of a pos- 
sible increase of credit risks.*° 

The liberalized provisions of the Hous- 
ing Act of 1954 in lowering FHA down 
payment requirements and in lengthen- 
ing the maturities of government-guar- 
anteed mortgages also encouraged lend- 
ing agencies to extend easier mortgage 
terms. 

The effect of easy money can be 
seen in looking at bank loan figures. 
Despite the fact that there were only 
limited demands for loans by businesses 
and individuals, the total of loans ex- 
tended by commercial banks increased 
about $3.6 billion in 1954, slightly more 
than in 1953.** This was due to the 

“Federal Reserve Bank of New York, 


Annual Report, 1954, p. 8. 
salbide Dee26: 


more aggressive lending policies of 
banks possessed of larger excess re-_ 
serves. The greater quantity of avail- 
able bank reserves was the result of 
lowered legal reserve requirements and 
open-market operations by the Federal 
Reserve System. Insurance companies 
and other financial institutions were 
more eager to lend money, especially in 
the booming mortgage market, since 
they could easily secure loanable funds 
by disposing of some of their govern | 


ment securities in a firm government, 
securities market. | 

Another important effect of the easy- 
money policy was that the increased | 
amount of bank reserves not only en- 
couraged banks to make more commer- 
cial loans but also induced them to buy | 
larger amounts of government and 


\ 
| 
| 
| 
| 
| 


other securities in order to increase 
earning assets. The result was that bank | 
holdings of Federal debt increased $6 
billion in 1954 and holdings of other: 
securities $1.6 billion, the latter figure 
being three times that of 1953. Total , 
commercial bank credit increased by. 
$11 billion in 1954.°? This increase in | 
total commercial bank credit was larger | 
than in any other postwar year. The 
willingness and desire of banks to buy 
securities, as well as to make loans, 
meant that prospective floaters of new 
security issues, such as state and local | 
governments, could raise such bor- 
rowed capital on favorable terms for 
highways, schools, and other public 
works projects. Thus at least some of 
the decline in Federal expenditures was 
offset by an increase in state and local 
expenditures. 

Another favorable economic effect of 


* Ibid., pp. 26-27. 


this expansionary monetary policy was 
on inventory holdings by business. 
Since most banks were more than will- 
ing to make loans on good collateral, 
because of their increased reserve posi- 
tion, businesses were not forced to 
liquidate inventories hurriedly by sharp 
price-cutting tactics. Any wave of 
sharp price cuts would likely have 
given rise to expectations of further 
price cuts, thus tempting consumer and 
industrial buyers to postpone purchases 
“until a more favorable time. This state 
of expectations could have resulted in 
-a serious deflationary spiral of prices, 
income, and employment. 


Conclusion 


Certain significant conclusions can 
perhaps be drawn from this survey of 
postwar monetary policy in the United 
States. It seems obvious, at least to this 
writer, that monetary policy weapons 
have regained an importance in the 


arsenal of countercyclical weapons 
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greater than that accorded to them by 
most economists in the 1930’s. On the 
other hand, it also appears that most 
economists are unlikely to return to 
their unrestrained optimism of the 
1920’s regarding the adequacy of purely 
monetary policy changes to curb a 
boom or to bring the country out of a 
serious depression. Monetary and fiscal 
policy weapons are not only substitutes 
one for the other but they are also 
complements. Surely the ease with 
which we weathered the recession of 
1953-54 is due in large part to the fact 
that the prevailing nionetary and fiscal 
policies were working in the same di- 
rection, whether by accident or by 
design. In dealing with any future in- 
flation or depression it appears that 
they should also be coordinated so as 
best to achieve the agreed-upon eco- 
nomic objectives of general price sta- 
bility, maximum employment, and eco- 
nomic growth. 
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On the Regressiveness of the 


Illinois Revenue System 


That equal taxes on property or income will be more severely felt 
by the poorer than by the richer classes is undeniable; but the same 
is true of every imposition which does not subvert the subsisting 
relations among the different orders of Society. The hardship in 
question arises out of the order of Providence. 


M’Culloch, Treatise on the Principles . . 


of Taxation (1845) 


A. STUART HALL f 


Assistant Professor of Economics, University of Illinois 
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POLAR worpDs generally do not have an 
invariant meaning, and the adjectives 
“progressive” and “regressive” are no 
exceptions. In matters of taxation as 
elsewhere, they sometimes convey dif- 
ferent ideas to different people. To 
most persons, perhaps, progressiveness 
in taxation signifies taxation at gradu- 
ated or “progressive” rates. To others, 
however, the expression seems to con- 
note taxes believed to be appropriate 
for social or political systems which 
may be “progressive” in the Godwinian 
sense. If a word does not haye a pre- 
cise meaning, it cannot have an exact 
antonym. Since progressiveness is such 
a word, “regressiveness” is likely to be 
more meaningful if it is defined sub- 
stantively rather than derivatively. 
For present purposes a tax may be 
called regressive if, when expressed as 
a percentage of personal income, it 
bears more heavily on persons with 
relatively low incomes than it does on 
those who enjoy relatively higher ones. 
Thus defined, it is apparent that re- 


gressiveness in taxation, where it exists, , 
may appear independently of the type’ 
of rate or rates at which a tax is lev-- 
ied. In fact, any one of the three nom-> 
inally different types of rate structure 
may prove to be regressive in practice. | 
To illustrate: 


1. A tax may be absolutely regres-. 
sive, that is, it may be levied only 
against persons in the lowest income: 
groups or perhaps levied at rates vary-- 
ing inversely with incomes. A tax of 
this kind would probably be repugnant! 
to most persons in our society,’ but! 
nevertheless it would conform closely, 
to the most ancient — if not the mao 
honorable—canons of taxation as prac-} 
ticed from time immemorial.? 


2. A tax can be progressive or grad- 
uated as to rates and yet be regressive 


ation, which is levied only against the firs 
$4,200 of earnings, is perhaps the sole ex- 
ception. Its wide acceptance may be due ta 
a failure to understand its provisions, o 
to a lively awareness of the more than = 
portional benefits which are supposed te 
flow from it, or both. 

*In the Golden Age of Pericles, the 


*In the United States, social security tax 
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as just defined. Many of the state in- 
come taxes are of this nature. If a tax 
is graduated only at very wide inter- 
vals so that a rate is uniform for per- 
sons with widely differing incomes, it 
will bear more heavily on those near 
the low end of the bracket than on 
those nearer its top. Taxation of this 
Kind may be called “discontinuously 
regressive.” 


3. Finally, regressiveness may char- 
acterize a tax which is ostensibly uni- 
form or “proportional” in respect of 
the rate. A uniform tax may be levied 
chiefly or exclusively against things 
which are mainly bought or owned by 
relatively poor people. A tax on pur- 
chases of chitterlings or neck-bones 
would probably be regressive. It will 
be argued here that the revenue sys- 
tem of the State of Illinois is regres- 


Athenian tax system was almost perfectly 
regressive, the only significant exceptions 
being temporary in nature — mainly during 
times of war, when those who might be 
reasonably expected to benefit therefrom 
were coerced into making “contributions.” 
Even the numerous slaves appear to have 
made more or less regular payments, no 
doubt in kind or in services. Vide Andre- 
ades, History of Greek Public Finance 
(English translation, Cambridge: Harvard 
University Press, 1933), Book IV, especially 
pp. 336-42. 

In Europe, from the Middle Ages to the 
French Revolution, all tax systems were ex- 
tremely regressive. In France the nobility, 
the clergy, and the vast bureaucracy paid 
nothing (although a substantial revenue 
was derived from the sale of tax-exempt 
offices!). The entire burden of the megalo- 
maniac extravagances of Louis XIV and his 
great-grandson rested on the roture, the 
most wretched segment of the population. 
See Tocqueville, L’ancien régime et la 
révolution (Paris, 1856), Book II, Chs. X 
and XII; or René Stourm, Les finances de 
Pancien régime (Paris, 1880), I, pp. 1-26 
and 53-117. 
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sive because its principal taxes have 
properties similar to the example given 
ini (oO): 

II. 


Since World War II, state taxation 
has been growing at about 10 percent 
per year, and gives promise of contin- 
uing to do so. Because of generally 
high levels of employment, a buoyant 
price level, and an apparent revival of 
philoprogenitiveness, neither the per 
capita burden nor the relative burden 
of state taxation has increased quite so 
rapidly. Nevertheless, state tax yields 
have achieved dimensions which com- 
mand respectful attention. Moreover, 
there are many who beseech the Fed- 
eral government to return various of 
its present functions to the states, and 
if this prayer is answered it may be 
assumed that state finances will be- 
come commensurately more important. 

During the fiscal year which ended 
on June 30, 1954, the State of Illinois 
collected more than one-half billion 
dollars in taxes, fees, and licenses.* The 
figure represents only the yield from 
what may be called “autonomously 
determined” sources which are recur- 
ring and fairly predictable as to reve- 
nue, thus excluding receipts from 
borrowing, Federal grants in aid, un- 
employment tax collections, and a few 
minor items. The figure is respectably 


® Because many people now seem imper- 
vious to what was once the shock-effect of 
large fiscal figures, it may be worth while 
to point out that this sum, if it were com- 
posed of dollar bills laid end to end in the 
traditional manner, would go around the 
earth twice at the Equator. A “‘money-belt” 
so constructed would require the use of 
about half of all the dollar bills now in 
circulation. 


28 CURRENT ECONOMIC COMMENT 


large, but if Illinois is compared with 
the five other most populous states, it 
is evident that, of these, only Ohio col- 
lected a smaller amount whereas Cali- 
fornia and New York each collected 
more than twice as much (again ex- 
cluding in each instance the non- 
autonomous income sources just enu- 
merated). If the receipts of these states 
are expressed as percentages of the 
total income of their residents, the 
“burden’ 


b) 


of the Illinois tax system is 
the lowest of all and is: appreciably 
lighter than most of the others.* 

But comparisons of this kind are not 
really very illuminating. Philosophically 
considered, the burden of the lightest 
tax structure may be onerous if the 
revenue is dissipated in providing un- 
wanted services. The facts recited 
above afford no basis for appraising, 
for example, the relative efficiency of 
the several states. Moreover, differ- 
ences in the internal structure of state 
tax systeris may justify inferences con- 
cerning their burdensomeness different 
from those which would be warranted 
by a simple comparison of dollar 
amounts. The purpose of Table 1 is, 
therefore, to disclose the extent to 
which these same states depend on the 
major consumption or sumptuary taxes 
for revenues. Since consumption taxes 
are regressive (although not to a uni- 
form degree), the table affords a 


“The six most populous states and the 
“burden” in each, arrayed in order of size 
of the latter, are as follows: California, 5% ; 
Michigan, 4.5%; New York, 3.5%; Ohio, 
3.2% ; Pennsylvania, 3.1%; and Illinois, 
2.9%. (Data from Bureau of the Conus 
State Tax Collections in 1954, p. 5, and, 
as to income payments by states, oni cue 
vey of Current Business, August, 1954. 


rough measure of the regressiveness of 
the various state systems. 

It appears prima facie that the Ili- 
nois revenue system is more regressive 
than those of any of the other five 
largest states surveyed. If attention is, 
confined to the sales tax alone, this 
dubious distinction might be claimed | 
for Michigan, which exceeds Illinois. 
in respect of the proportion of total 
self-determined revenue derived from. 
this source. But if the Illinois publig. 
utility gross receipts tax were sub: 


| 


sumed under the category “sales tax” | 
(as is Michigan’s), the differential 
would largely disappear. Moreover, the } 
Michigan sales tax rate is 3 percent; 
and it seems probable, making the 
usual ceteris paribus assumptions, that, 
the new 25 percent increase in the rate) 
of the Illinois sales tax will raise its 
yield to a level approximating 50 per-} 
cent of the state’s income as defined | 
herein. 

This is not to say, however, that the : 
Illinois tax system is the most regres-, 
sive of any state in the Union. Using : 
the same criteria as in Table 1, it is} 
West Virginia, with a tax system 
which in 1954 was 89 percent regres-| 
sive, which appears to merit that) 
honor. Because the differential is neg- 
ligible, it may be said that in general 
the tax systems of Illinois and West. 
Virginia are the most regressive of all, 
followed closely by Maine, Ohio, South 
Dakota, and Washington. Or, to re- 
verse the array so as to conform with 
generally held views on “good,” iie., 
non-regressive, taxation, the ranking 
would show Illinois and West Virginia 
at the bottom with New York (only 
33 percent regressive) and Wisconsin 
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Table 1. Receipts from Major Taxes on Consumption or Closely Related to 
Consumption, Six Most Populous States, Fiscal Year 1954 
(Dollar amounts in millions) 
Tax California | New York | Pennsylvania] Michigan | Illinois Ohio 
KGeneral sales...... PAS OMe ol meee $37 . 0? $288 .6 $208 .5 $188 .3 
(37.3%) » (6.0%) (46.8%) | (38.2%) | (34.9%) 
MACCOR, seen | eee es $60.0 44.4 2529 31.8 20.4 
Alcoholic beverages ORS 49.2 43.0 7 24.5 34.4 
Subtotal...... 483.2 109.2 124.4 322.0 264.8 243.1 
(38.9%) (9.6%) (20.2%) (52.3%) | (48.5%) | (45.1%) 
Motor fuels........ 230.5 Oe 7 132.8 88.9 116.3 1179. 
Motor vehicle and 
_ operators’ licenses 91.8 110.6 62.6 57.8 72.4 VX 
Gross receipts of 
public utilities... 14.6 47.7 i). 2) | eee eee © 31755 26.7 
Motalisc $820.1 $378.2. ($333.7 $468.7 $485 .0 $460.0 
(66.0%) | (33.3%) (54.1%) (76.1%) | (88.8%) | (85.3%) 


® Collections for about nine months only. Collections were expected to raise about $60 million a 
year. The tax was scheduled to expire in 1955. 
» In each instance the percentage figure refers to the amount above it expressed as a percent of 
the state’s total autonomously determined revenue only. It does not refer to total income from 


all sources. 
® Yield included in “‘general sales” category. 


Sources: Adapted from Bureau of the Census, State Tax Collections, and from reports of various 


state tax agencies. 


(only 38 percent) at the top of a list 
of “good” state tax structures.” 


IIt. 


Yields by counties are not available 
for most of the Illinois taxes classified 
here as regressive. In addition, since no 
physical or legal intercounty trade bar- 
riers exist, market and employment 
areas by no means coincide with 
county boundaries.®° Therefore, esti- 


®°In 1954 New York’s individual income 
tax yielded 31 percent of total revenue as 
defined here; in Wisconsin the tax provided 
28 percent. 

°Thus in Table 2, sales tax returns made 
by merchants in Cook County undoubtedly 
overstate the burden of this tax on residents 
of that county, and returns from DuPage 
County understate its burden on persons 
residing therein; the counties are adjacent, 
and as usual the balance of retail trade is 
in favor of the larger place (Chicago is in 
Cook County). 


mates of the relative burden of Illinois 
state taxation as between counties may 
perhaps be properly regarded as indic- 
ative but certainly not as definitive. 
Tables 1 and 3 undertake to provide a 
basis for such estimates, on the argu- 
ment that sometimes it is better to 
have partially accurate information 
than it is to have none at all. 

Sales tax collections by counties for 
the calendar year 1954 were compiled 
by the Illinois Department of Revenue. 
Estimates of incomes in Illinois, inter 
alia by counties, have been made by the 
staff of the magazine Sales Manage- 
ment in its annual Survey of Buying 
Power. The juxtaposition of these two 
sets of data should afford an approxi- 
mate idea of the effective rate of the 
Illinois sales tax. There are 102 coun- 
ties in Illinois, but for lack of space 
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Table 2. Estimated Disposable Income, Sales Tax Liabilities or Collections, 
and Percentage Relationships of Sales Tax to Income, 
10 Illinois Counties, 1954 
Total disposable Sales tax 
ole aR collections 
County feat (b) (c) 
(a) (Dollars in thousands) 
Galhounte mete oe Sue a $2 ,835 $ 5,845 $ 86 Ue 
Ch ea aes 5,817 9,993,506 112,816 di, 
WEP asthe ya Be ses ae 7,064 413,412 3,297 0. 
Rohinsonl, aewer a ake. o 2,410 5,904 113 1. 
ote ois ew 5,738 309,195 4,012 e 
IWMiacons.gte te: See a 4,830 184,196 2,634 aU 
Diao: RRA oon ee: 2801 13,914 240 1. 
Reoriane wane Rte Wii tina os 5,174 349 ,449 4,361 ie 
IROPeR Rete oo aps = aaa cons 2,361 Sous 46 che 
SaueamOn ee. acer iran ates 4,700 235,349 3,364 Is 
MieanraveragGrsn tne ner rs $45452:5 "| Spite Ne ere iz 


Sources: Tax data from Illinois Department of Revenue, report of sales tax liabilities incurre¢ 
during calendar year 1954; income estimates, Sales Management, Survey of Buying Power (copy-| 


right 1955, further reproduction not licensed). 


Table 2 surveys only 10 of these. The 
sample is believed to be reasonably 
representative; among the counties in- 
cluded are those with the highest and 
the lowest estimated family incomes. 
In expressing sales tax collections as a 
percentage of family income a certain 
circularity is unavoidable, since such 
collections are one of the factors con- 
sidered in arriving at an estimate of 
income. However, this affects: only the 
absolute level and not the relation be- 
tween the effective rates of tax in the 
several counties included. 

It is quite evident that in some 
counties the burden of the sales tax, 
relative to incomes, is heavier than it 
is in others. The table provides some 
support for assertions that the tax has 
a higher real rate in the southern than 
in the central and northern counties 
of Illinois. But neither topographical, 
dimensional, nor ethnic factors have 
anything to do with this except so far 


as these affect incomes, and a more ac 
ceptable and general statement would] 


be that the true rate of the tax tends 
to vary inversely with incomes, andi 
hence is regressive (which was as- 
sumed a priori to be the case). | 

Partly because the best available es+ 
timates of income by counties are cast 
in terms of disposable income or “ins 
come after taxes,” it is not possible to 
formulate a very precise idea of the, 
Illinois sales tax as a “gross incomes 
tax.” However, the Statistics of Income: 
1950," provides Illinois data in respec 
of number of Federal income tax re 
turns and tax liabilities by income 
classes. It appears therein that for the 
taxpayers reporting less than $5,000 o 
gross income (constituting about 8 
percent of the total), their aggregate 
income tax liability amounted to abou 
7 percent of adjusted gross income ‘al 


"United States Treasury 


Department; 
1954, Part I, Table 14. 
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Table 3. Effective Rates of Illinois Sales Tax, Sales-Tobacco-Beverage Taxes, and 
Total Major Regressive State Taxes, 10 Illinois Counties, Fiscal Year 1954 


RMR Sree Rin GEA, WaPo!) meaty uni ORS Wid) (em puerta’ Glee as 


Combined sales, All major 

Sales tax tobacco, and regressive 
beverage taxes taxes 

1.50% 1.90% 3.48% 
ily JIS} 1.44 2.62 
0.80 1.02 1.86 
eso 2.43 4.43 
eo) 1.64 2299 
1.43 ibsey2 3332, 
eee 2.18 3) ON) 
1.24 1255 2.88 
1.16 1.47 2.69 
1.48 1.88 3.43 

1.37% 1.74% eye 


Sources: Table 2 and State Tax Collections, op. cit. 


the whole group. Adding 7 percent or 
sven, to be conservative, 10 percent to 
“disposable income” in order to arrive 
at gross incomes results in no appreci- 
able change in the estimates of the 
burden of the sales tax, which on the 
average remains at about 1.26 percent 
sf aggregate gross income in Illinois 
or, as in Table 2, at a rate of about 
1.37 percent of disposable (or post- 
income-tax) average income. 

Table 1 disclosed that in fiscal 1954 
the sales tax provided 38.2 percent of 
he total autonomously determined 
illinois state revenue, and that com- 
xined returns from the sales, tobacco, 
ind beverage taxes — consumption 
axes all — yielded 48.5 percent. If to 
hese were added receipts from taxes 
yn motor fuel and so forth, as in Table 
|, the total “regressive component” of 
he [Illinois revenue system would 
mount to 88.8 percent of total receipts 
ess Federal grants and other non- 
utonomous or nonrecurring sources 
ff income. Now the sales tax is the 
nly consumption tax for which aggre- 


gate returns by counties are available. 
If, however, the working hypothesis 
can be adopted that in any county 
sales tax collections should tend to be 
proportional to total collections from 
all consumption taxes, it is possible to 
arrive at an approximation of the bur- 
den of consumption taxes generally 
in the various counties by multiplying 
their effective sales tax rates by suit- 
able coefficients. These coefficients 
would be as follows: for the combined 
rate of the major taxes directly geared 
to consumption, 1.27 ( = 48.5%/ 
38.2%); and for the combined rate of 
all major taxes either directly upon or 
closely related to consumption, 2.32 
( = 88.8%/38.2%). The second and 
third columns of Table 3 give the 
results. 

As in Table 2, the percentages ex- 
press tax receipts as related to “dis- 
posable” income or income after per- 
sonal taxes. Each rate would be 
somewhat lower — perhaps by 8 per- 
cent —if the base adopted were gross 
incomes rather than disposable in- 


comes, and the average rates would 
presumably be about as follows: sales 
tax, 1.26 percent; sales, tobacco, and 
beverage taxes, 1.60 percent; and total 
major regressive taxes including the 
fuel tax, 2.92 percent. To find the ap- 
proximate burden of these taxes as a 
percentage of gross rather than of 
disposable incomes (as in Table 3), it 
should suffice to multiply any rate 
given in Table 3 by 0.92. 

From the tables preceding it appears 
that as regards the rate at which post- 
income-tax family income is siphoned 
off by the Illinois sales tax alone, the 
variation between counties may reach 
170 percent. The variation in the share 
taken, by all Illinois consumption- 
related taxes is on the order of 230 
percent. (However, the reliability of 
this latter figure hinges on the reason- 
ableness of the hypothesis of propor- 
tionality between sales and total con- 
sumption taxes.) 


IV. 


But taxes are paid by people, not 
by counties; and the basis for those 
taxes which provide the lion’s share 
of the Illinois state revenue is not 
the county of domicile, but rather, 
people’s expenditures for the consump- 
tion of certain kinds of things. Patterns 
of expenditure are determined largely 
by incomes.*® Within every county there 


* A sociologist might demur; it is certainly 
true that the emulative drive and other 
supposedly noneconomic influences power- 
fully affect consumption. Nevertheless, it 
is hardly debatable that the size of an in- 
come serves as a fairly effective brake on its 
recipient’s spending, and moreover that its 
size and source, taken together, exert some 
real — albeit immeasurable — force on the 
“steering wheel” of the receiver's consump- 
tion. 
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are, necessarily, differences in famil 
incomes, ergo different patterns of co i 
sumption, ergo different rates of cor 
sumption taxes expressed as a percent 
age of these incomes. Therefore 
differences in the effective rate c 
consumption taxation among Illino: 
counties are not very meaningful ex 
cept so far as they confirm what | 
already known about the distributio 
of incomes. All evidence indicates thz 
any sizable frequency distribution ¢ 
incomes in the United States woul 
exhibit a notable positive skewness: 
that is, the median income would k 
appreciably below the mean averag 
income. Intercounty variations in tH 
effective rate of [linois consumptio: 
taxes are such that in counties wher 
the rate is high, average family ir 
come is low. Therefore the true mear 
ing of these somewhat extreme variz 
tions is that the rate of consumptic 
taxation, expressed as a percentage 
incomes received, is highest in precisel 
those counties where most incomes at 
well below even the relatively 1o) 
average family income. Particularly i 
the southern counties of the state, tH 
consumption tax rate is high becaus 
in these counties most families (ng 
all) receive lower incomes than fam 
lies in other counties. Illinois consum} 
tion taxes therefore meet every test ¢ 
regressivity, however defined; they be 
more heavily on the poor than on 
rich. : 

Even if all expenditures for cor 
sumption necessitated payment of © 
tax to the state, intercounty and inte 


*See for example Kuznets, National 7 
come (New York: National Bureau 
Economic Research, 1946), Part I, esp 
cially pp. 13-16. 


personal variations would still exist; 
the tax rates would be proportional to 
consumption expenditures everywhere, 
but would still remain nonproportional 
‘to total incomes received. The taxes 
‘would still be regressive, although to a 
lesser degree. The reasons lie partly in 
‘the Illinois statutes and partly in the 
mysterious wellsprings of human be- 
thavior. 

VY The Illinois revenue system taxes 
Iconsumption, but not all consumption. 
The sales tax is “imposed on persons 
fengaging in the business of selling 
tangible personal property at retail in 
is State.”?° (Italics added.) There- 
fore all manner of expenditures for 
ithe purchase of services and other in- 
itangibles escape the tax entirely. Corn- 
plasters are taxable, but visits to a 
fchiropodist are not. Since, unfortun- 
lately, life cannot be sustained by in- 
‘tangibles, the major basis for the sales 
tax consists of outlays for food, cloth- 
‘ing, and other “necessities,” plus a 
sprinkling of other tangible items, 
many of which are decidedly optional. 
Savings of course involve no tax. The 
upshot of all this is that people in 
‘straitened or even modest circum- 
‘stances pay an inordinately high pro- 
portion of their incomes into the 
Tlinois general revenues. This may 
constitute rough justice, if it can be 
demonstrated that these people are 
concurrently the chief beneficiaries of 
general revenue expenditures made by 
the state, e.g. through the Department 


Tlinois Annotated Statutes, Ch. 120. 
The courts have asserted a hundred times 
that the tax is levied on an occupation and 
is merely measured by gross sales, whence 
it is not a sales tax at all, although of course 
it is. (See Revzan v. Nudelman, 370 Il. 
80 (1939). 
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of Welfare. So far as is known, this is a 
proposition not amenable to proof? 
and in any case deserves more atten- 
tion than can be accorded it here. 

Logic has carried the argument thus 
far. It remains to offer statistical evi- 
dence, if such there be, that Illinois 
consumption taxes are regressive as be- 
tween persons or families. 

The median family income in the 
United States in 1953, before income 
taxes, was about $3,900 (farm, $2,200; 
nonfarm, $4,100). More than half the 
families had incomes smaller than 
$5,000, and two-thirds received less 
than $4,000 per year. Nineteen percent 
appear to have received a yearly in- 
come below $2,000; this group, how- 
ever, includes many who receive a 
considerable income in kind, who un- 
der-report income, or both, and no 
doubt includes many families whose 
usual income is appreciably higher.’* 

In 1947 the basic family budget en- 
visioned by the so-called consumer 
price index cost about $3,100;'* the 
index itself then stood at 95. In 1954 
it had risen to 114, an increase of 20 
percent. Although the increase was the 
algebraic resultant of various changes, 
it may be assumed that many or even 
most of the constituent items rose in 
price. If all had done so to a similar 
extent, the cost of such a budget in 
1954 would have been $3,720. Giving 


™ One attempt to trace the flow of bene- 
fits and taxes for the economy as a whole 
was made by John H. Adler in Fiscal Poli- 
cies and the American Economy (Kenyon 
Poole, ed.; New York: Prentice-Hall, 
1951), pp. 360 ff., especially pp. 384-95. 

“Bureau of the Census, Report P-60, 
No. 16. 

*® Hoyt, Reid, McConnell, and Hooks, 
American Income and its Use (New York: 
Harper and Brothers, 1954), Appendix I. 
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effect to income taxes for a family of 
four in the modest 
(“workers and clerical”) imagined by 
the budget-makers, the family’s in- 
come would have had to be: about 
$4,000, with little or no savings. 
Tangible goods taxable under the 
Illinois sales tax alone constitute about 
62 percent, by value, of all items 
allowed for in this budget.t* There- 
fore, expenditures subject in Illinois to 
the sales tax would have amounted to 
$2,306, and at the “straight” rate of 
2 percent then in force, the tax com- 
ponent included in the prices would 
have come to $46.12 or about 1.15 per- 
cent of gross family income. The Illh- 


circumstances 


nois sales tax, however, is generally 
believed to be “over-shifted,” because 
of the many purchases of less than a 
dollar and the imperfect proration of 
the tax, so that buyers pay more tax 
than the state receives. Hence the 
effective rate might well have 
amounted to something like 2 percent 
of gross family income. 

Although per capita income in IIli- 
nois 1s above the national average, it 
may be assumed that intrastate income 
distribution does not differ greatly 
from the pattern which exists for the 
country as a whole. But if this is true, 
then at least two-thirds of all Illinois 
families receive annual incomes smaller 
than $4,000. As to urban families, at 
least, there is much evidence that their 
purchases of sales-taxable goods are 
quite income-inelastic, that is, their 
purchases do not diminish in step with 
diminishing income; in the lowest in- 
come brackets, outlays customarily ex- 

“For the items, see United States Depart- 


ment of Labor, Bulletin No. 1140, Ap- 
pendix B. 


ceed incomes, often by as much 
one-third.*° 

For present purposes, these families’ 
may be reckoned to constitute abou 
one-ninth of the families in Illinois. ] 
their outlays for sales-taxable gooc 
equal 62 percent of their total exper 
ditures (a conservative estimate), an 
if total expenditures amount to 13 
percent of income — the excess deno 
ing borrowing or negative saving 
then taxable outlays constitute abov 
83 percent of income, and the effecti 
rate of sales taxation comes to abou 
1.70 percent of gross family incom 
with no allowance for the “ove} 
taxation” arising from fractional pu 
chases. Since the poor, of necessit 
make many sub-dollar purchases, tl! 
burden of the sales tax may have ez 
ceeded 2 percent. 

At the other extreme are familié 
whose expenditures on taxable tai 
gible goods increase with income, bv 
at a decreasing rate. “The desire fe 
food is limited in every man by tk 
narrow capacity of the human sto 
ach,” and as expenditure patterns a 
traced through successively higher ii 
come brackets, an ever larger perce 
age appears to be saved, or spent f 
tax-free services, or both. The Bure 
of Labor Statistics study cited earli 
(note 15) suggests that tax-free outla: 
begin to assume an important part | 
the total when income is in the neig! 
borhood of $10,000. One prewar stuc¢ 
indicated that for the nation as 
whole, the share of income used fi 


* Bureau of Labor Statistics, Family } 
come, Expenditures, and Savings in T’ 
Cities, Bulletin No. 1065 (1952). 

* Urban families with incomes beté 
$2,000 a year. 

| 
| 


purchasing things taxable under the 
Ilinois sales tax diminished from more 
than 70 percent at the lowest income 
level (the lowest decile) to about 30 
‘percent at the highest levels, with a 
rough proportionality characterizing 
the middle-income brackets.1’ Apply- 
ing the 2 percent “straight” rate of 
sales tax to the portion of income 
‘spent by the highest income group on 
‘taxable tangible goods, the Illinois 
‘sales tax at the 1954 rate was, in a 
“sense, an income tax of only about 0.6 
percent on the gross incomes of fami- 
lies in this bracket. Their effective rate 
of tax was therefore only about one- 
‘third of the rate at which the poorest 
‘urban families contributed to the 
‘state’s revenue. Moreover, since with 
‘monthly charge accounts and larger 
‘purchases the “over-shifting”’ of the 
sales tax is appreciably smaller, the 
‘rate might well have been only one- 
fourth the rate actually paid by the 
poor. 

Families with high incomes probably 
pay more dollars into the state’s gen- 
eral revenue funds than do poorer 
families, since those in the upper half 
‘of the income scale make 73 percent of 
all purchases for current consump- 
tion,!® although by no means all of 


™ National Resources Committee, Con- 
sumer Expenditures in the United States, 
Part I, especially pp. 47 ff. 

 Ibtd.,, Lable 10, p., 51. 
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these give rise to a sales tax payment. 
But the Illinois revenue system, based 
as it is in the main on consumption 
taxes, is nevertheless decidedly regres- 
sive, because in effect it exacts a tax 
from the poorest which, rate-wise, is 
substantially higher than the one paid 
by middle-income families and is at 
least three times as large as the rate 
paid by really affluent ones. 

A “temporary” increase in the IlIli- 
nois sales tax rate became effective in 
the summer of 1955, but the base of the 
tax was not broadened. As before, the 
tax still exempts savings, outlays for 
educational, recreational, and medical 
services, and in general those alloca- 
tions of income which usually bulk 
larger in the budgets of the well-to-do. 
Therefore, one effect of the rate in- 
crease has been to compound the pre- 
viously existing regressiveness of the 
state tax system, since a “perverse 
exemption,” like any exemption, be- 
comes more valuable (and more dis- 
criminatory) as a tax rate increases. 

The Illinois Constitution requires of 
every tax that it be “uniform as to the 
class upon which it operates.” But it 
is on the class of consumers — that is 
to say, everybody — that the most 
productive Illinois taxes operate, and 
their effects can hardly be said to be 
uniform. 


The Role of Inflation in 
Economic Development* 


ALEK A. ROZENTAL 


Instructor in Economics, University of Minnesota 


THE ROLE of inflation in the process of 
economic growth of underdeveloped 
countries is subject to considerable con- 
troversy among students of economic 
development and is given a good deal 
of attention both in professional writ- 
ings and in official pronouncements.* 

This paper is devoted to an analysis 
of the possibility that inflation, if used 
with restraint, may speed up the rate 
of capital formation. The implication 
that inflation may be controlled and 
directed will be scrutinized and the 
case against inflation will be subjected 
to critical review. 

Inflation will be taken to mean the 
excess (at current prices) of effective 
monetary demand over the supply of 
goods entering the market. The index 


* The author is indebted to Professor 
Walter W. Heller of the University of Min- 
nesota for stimulating his interest in prob- 
lems of economic development and for con- 
stant support and encouragement, and to 
Professor John A. Buttrick for ‘suggestions 
and criticisms that may have alleviated some 
of the shortcomings of this paper. 

*See, for example, A. K. Das Gupta, M. 
Friedberg, and I. G. Patel, “Inflation and 
Mobilization of Domestic Capital” in Mobil- 
ization of Domestic Capital: Reports and 
Documents of the First Working Party of 
Experts, Bangkok, 1952; Felipe Pazos, ‘‘Eco- 
nomic Development and Financial Stability,” 
International Monetary Fund, Staff Papers, 
October, 1953; Indian Council of World 
Affairs, “Note on Mobilization of Domestic 
Capital in Underdeveloped Countries,” 
United Nations Document E/CN.11/1&T/ 
WP.2/L.17 (mimeo). 


of the degree of inflation will be the b 
havior of the general price level or thi 
price level of some large and importan 
segment of the economy.” 

Although inflationary pressures ma 
originate in any of the major componi 
ents of aggregate demand, only inten 
nally induced inflation will receiv 
attention here. Such inflation, in orde 
to qualify as a deliberate developmenta 
weapon, has to come about through ; 
policy of government deficits, financee 
either by borrowing from the banks o: 
from the public or by the printing 
money. 

It must be pointed out that even 
the absence of a conscious policy 
monetary expansion, the risk of infl 
tion is ever present when a developme 
plan is in progress. This contention i 
based on the peculiarities of the de 
velopmental process itself and require 
some explanation. 

In the first place, the formulation a 
a development program can never b: 
made with absolute precision. Estimate 
have to be made regarding the rates o 


* If the cost of living index is taken as | 
measure of postwar inflation, and the inde 
of industrial production as an indication ¢ 
economic growth, available data, thoug 
certainly not conclusive, do suggest tha 
there is some degree of inflation which | 
not incompatible with increased industria 
ization. Compare the industrial productio 
and cost of living indexes presented i 
United Nations, Statistical Yearbook, 195: 
pp. 91 and 411. 
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_ these, the governments may prefer to 
_ overshoot the mark, especially as the 


mated in advance. 


_ domestic voluntary saving and invest- 
5 ment, the yields from taxation, the pro- 
ductivity of capital accretion, and the 
elasticities of factor supplies. In the 


presence of uncertainties regarding 


process of development itself tends, 
over time, to generate additional re- 
sources that may be imperfectly esti- 


Secondly, the process of development 
involves the transfer of certain special- 
ized resources to new uses, and in the 


-absence of direct physical controls, the 


: apparent way to bring them within 


control of the developmental authority 
is to bid up their price. 

In many underdeveloped economies 
there is a strong temptation to use 
abundant labor in preference to scarce 
capital to produce a given level of out- 
put. This may lead to a combination of 
inputs that is technologically less than 
optimal and that exerts an upward 
pressure on the price level by causing 


total outlay to be greater than it would 
be if, for example, specialized ma- 


chinery were imported. 

It should also be pointed out that 
under certain conditions deficit financ- 
ing does not inevitably lead to inflation. 
When there are large unemployed re- 
sources in the economy, an inflationary 
fiscal and monetary policy may increase 
output without appreciably increasing 
the level of prices. Moreover, deficits 
need not result in any significant rise in 
prices for other reasons. For example, 


the extent of hoarding, though never 


established with accuracy, is undoubt- 
edly large in many of the underde- 
veloped areas. Some increase in the 
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money supply is necessary as an offset 
to withdrawal of money from circula- 
tion. Similarly, the process of develop- 
ment typically involves widening the 
area of monetary economy and is often 
accompanied by the 
amount of idle cash balances that 
people will demand to hold. Some ex- 
pansion in the supply of money must be 
forthcoming to offset this tendency. 
Also, to the extent that imports of 


increases in 


capital goods deplete foreign exchange 
reserves, the supply of money must be 
expanded if deflationary tendencies are 
to be avoided. 

Setting aside these qualifications, 
continued deficit spending on the part 
of the government and other develop- 
mental agencies tends to increase ag- 
gregate spending in relation to aggre- 
gate supply and is thus inflationary. 
Can an argument be constructed in 
favor of such a course of action? This 
is the question to which this paper ad- 
dresses itself. 


The Danger of Hyperinflation 


It should be stated at the outset that 
the degree of inflation considered al- 
lowable by those who advocate it can- 
not be such as to lead to the collapse 
of the monetary framework and a re- 
turn to a barter economy. The danger 
of allowing inflation to proceed at all, 
however, is the very possibility that it 
may get out of hand, develop into hy- 
perinflation, and result in a flight into 
goods, and a collapse of economic 
rationality and efficiency, not to men- 
tion political and social repercussions 
of such a galloping rise in prices. The 
danger is the greater as inflation has 
attractions for the imperfect adminis- 


trations of underdeveloped countries 
and appears to be an easy way of 
financing development as compared 
with taxation or restrictive monetary 
policy. It may become a habit to add 
to inflation as a means of getting tem- 
porarily out of difficulties created by it 
in the first place. 

An _ inflationary price 
started, is more difficult to contain in 


Hisea Once 
an underdeveloped economy than it is 
in a developed one. There are three 
types of anti-inflationary measures that 
the government may undertake: in- 
crease the volume of goods, reduce ex- 
cess purchasing power, and apply direct 
controls. 

The first method is one of limited 
usefulness. One of the major stimuli to 
inflation induced by excess government 
spending is the desire to divert re- 
sources from consumption to invest- 
ment, particularly investment of the 
social overhead type which is charac- 
terized not only by a long gestation 
period but also by a relatively small ad- 
dition to real output in the short run 
and which causes an actual reduction 
of the supply of consumer goods. More 
promising is a policy of liberalization of 
imports. The limits of such a ‘course of 
action are, however, sharply defined by 
the amount of foreign reserves at the 
disposal of the inflating country. 

The method of reducing excess pur- 
chasing power is likely to be less effec- 
tive in underdeveloped countries for a 
variety of reasons. In the first place, 
taxation and fiscal policy generally are 
less effective when the revenue system 
is not well geared to changes in income. 
This applies not only to a lack of built- 


in flexibility of tax collections but also. 
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to administrative efficiency, to the pos- 
sibility of evasion and avoidance, andj 
most importantly, to the narrowness of 
the base of the income tax and espe-] 
cially of corporate and business taxes. | 

Monetary policy is also much less} 
effective in the underdeveloped coun-j 
tries. This is so because of the inade-} 
quate the moneyJ 
market, the existence of lenders outside} 
the orbit of organized banking, the in-| 
sufficient development of the bill andj 
bond market, and the fact that bank} 
money may be only a small fraction of} 


organization of 


the total money supply. Moreover, 
restrictive monetary policy may clashy 
with the desire to offset high rates of 
usury, to facilitate government borrow- 
ing, or to reduce the cost of capital t 
lenders. Even when, as in India, mone- 
tary authorities have at their disposal 
most of the prerequisites of a moneta 
policy of constraint, the results tend tc} 
be discouraging because of a low elas- 
ticity of investment with respect to th 
interest rate or because, for example: 
the holding of large inventories is little 
affected by the restriction of bank 
credit or by the forcing up of the inter- 
est rate. | 

The last method of restraining infla- 
tion, that of price and wage controls 
with the resulting need for rationing: 
government distributing and purchas- 
ing apparatus, and allocation ma: 
chinery, does not appear very promising 
either. The control machinery is cum- 
bersome and costly, particularly in 
terms of skilled manpower. For succes: 
it requires a highly developed admin- 
istrative bureaucracy, integrity in oper- 
ation, and the cooperation of the 
population. Such evidence as is avail- 


able indicates that these conditions are 
seldom satisfied. As a result, black 
‘markets become widespread, the price 
structure becomes even more distorted, 
and resources tend to flow to uncon- 
' trolled sectors causing acute shortages 
_ in the areas of outflow.* 

_ It would thus appear that the means 
of containing inflation are weak and 
' uncertain in the less developed coun- 
_ tries. In spite of these difficulties, how- 
a number of 


such countries 
managed to restore monetary stability 


Beever, 


following wartime price rises. It is true 


_ factors but in a number of cases fiscal 
and monetary policies, together with 
_ more direct measures of control, played 
a not insignificant part.* It should be 


_ borne in mind that to the extent that 
inflation is the result of the deliberate 
policy of the government, its progress 
can be stopped by a reversal of that 


_ *The food shortage in India where grain 
rationing is still in operation is ascribed 
to the flow of resources to noncontrolled 
- sectors; see First Working Party of Experts, 
op. cit., p. 50. Similarly, the failure of the 
Central Purchasing Agency in Thailand is 
explained by the working of these forces; 
mid., p. 72. 
*The outstanding example is that of 
India. Removal of the support of the bond 
market, a budget surplus, the development 
of usance bills that could not be used as 
bank reserve, price controls, and rationing 
were some of the means used. In fact, the 
deflationary monetary and fiscal policy may 
have been pushed too far. The United 
Nations’ Economic Survey of Asia and the 
Far East for 1953 explains the deficiency 
of aggregate demand and under-utilization 
of capacity as resulting in part from the 
strict monetary policy followed in 1951 and 
1952 (p. 25). The Philippines, Egypt, 

Guatemala, and Japan were some of the 
other countries that have managed to con- 
tain postwar inflationary pressures. 
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policy. For example, if inflation results 
from deficit financing, a policy of 
budgetary surpluses should go a long 
way toward abating inflationary pres- 
sures. The problems are greater when 
inflation follows expansion of bank 
credit but here again the governments, 
if willing to impose qualitative and 
quantitative controls, could prevent in- 
flation from getting out of hand. More- 
over, an internal price rise generates its 
own offsets. In a country where the 
bulk of the population has income 
barely above the subsistence level, a 
continued rise in prices will reduce the 
effective demand; people no longer can 
buy goods at inflated prices. Hoarding 
that further reduces aggregate spend- 
ing will take place, and business ex- 
penditures that are induced by inflation 
will also tend to taper off. 

A chronic inflationary phenomenon 
in most underdeveloped countries is the 
tendency to build up inventories. This 
appears extremely profitable so long as 
prices are expected to rise. But the cost 
of storage, the danger of spoilage, and 
obsolescence increase with time, and in- 
vestment may either subside or turn in 
other directions that may well put 
lesser stress on scarce resources or else 
may lead to a greater flow of consum- 
able goods in a shorter span of time. In 
addition, inflation can only continue at 
an increasing or even at the same rate 
if there is a continued expansion in the 
supply of money. But even though 
banks may be willing to supply credit 
in the initial stages of a price rise, they 
have a dread of hyperinflation and at 
some point refuse further accommo- 


dation. 
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The Case Against Inflation as a 
Developmental Weapon 


Those who oppose deliberate infla- 
tion as a developmental weapon do not, 
however, rest their case on the inevit- 
ability of hyperinflation. A much more 
persuasive argument is one that pur- 
ports to establish that inflation, even 
when not culminating in the break- 
down of the exchange system, is not of 
much use in accelerating the rate of 
capital formation. 

It is argued that although the initial 
price rise may deprive consumers of 
command over goods and services, once 
consumers get used to inflation, con- 
sumption increases faster than income 
or at least faster than was the case be- 
fore inflation. In other words, forced 
savings may indeed rise somewhat but 
voluntary savings will decline and the 
net of resources available for capital 
formation will actually fall. Instead of 
increasing the ratio of savings to na- 
tional inflation may merely 
succeed in reducing the level of real 
income. Savings, as a result of inflation, 
are directed into gold and foreign cur- 
rency, and voluntary savings decline be- 
cause the fixed return offered loses its 
attraction in the face of a continued 
fall in the value of money. Alter- 
natively, to the extent that the export 
of savings or hoarding in gold and 
precious metals is cumbersome and in- 
convenient, wasteful and conspicuous 
consumption increases. It becomes 
more difficult to attract savings into 
financial institutions and into govern- 
ment bonds inasmuch as the yields 
would have to be prohibitive. A 
rise in monetary incomes increases de- 
mand for imports but the fall of ex- 


income, 


ports creates balance-of-payment diffi- } 
culties. This may call for subsidies to) 
export industries which have a further’ 
inflationary effect. If imports are re-- 
stricted, domestic costs and prices rise: 
and exports may suffer still more.. 
Balance - of - payment difficulties may 
discourage foreign loans and thus re-. 


duce the flow of capital formation even. 
more. Even if imports of capital goods | 
are obtained gratis, inflationary pres-. 
sure is generated by the fact that com-. 
plementary resources must be obtained 
internally so that there is a reduction 
in the supply of consumer goods enter- | 
ing the market.® 

The changes in investment decisions | 
are somewhat more complex. Higher’ 
money incomes due to higher prices. 
will in the first instance increase the 
share of profits in the national income 
and thus release additional resources | 
for investment. But only a part of the 
windfall income accruing to profit re- 
ceivers is likely to be directed toward 
additional investment. A part of it will 
be used for additional consumption and 
will thus continue to feed the inflation- 
ary pressures. Moreover, to the extent. 
that inflation proceeds apace, the entre- 
preneurs will find it more difficult to/ 
follow rational calculations or obtain 
key productive resources or find ad- 


°The evidence on these points is indeed 
conclusive. See, for example, Pazos, op. cit., 
pp. 250 ff.; Indian Council of World Af- 
fairs, op. cit., pp. 82 ff.; and First Working 
Party of Experts, op. cit., p. 6. In Colombia 
the presence of inflation was one of the 
reasons for withdrawal of demand for gov- 
ernment bonds with the result that some of 
them sold in the open market at 60 per- 
cent discount (A. Manero, The Colombian 
Capital Market, International Bank for Re- 
construction and Development, Washington, 
1952, p. 30, mimeo). 


ditional finance for replacement of as- 
Bscts at inflated prices. In countries 
where labor is strong and well organ- 
ized, its enhanced bargaining power 
_ may make additional productive invest- 
_ ment a doubtful proposition. 
_ Far more significant than the decline 
in the rate of productive investment 
_ that may take place under continued 
inflation is the fact that anticipation 
_ of a continued price rise tends to chan- 
F nel investment into directions that add 
_ little or nothing to the future flow of 
_ goods and services and may frequently 
cause a deflection of hitherto produc- 
tive investment into unproductive 
' channels. 
_ The growth of purely speculative 
_ outlays, the diversion of savings into 
; inventory accumulation, real estate 
_ construction, and the importation of 
_ machinery to manufacture luxury goods 
! domestically are all examples of activi- 
| ties that have low social productivity 
but high private productivity under 
' inflation.® 
__ The case in support of the contention 
that inflation reduces the flow of volun- 
_ tary savings and deflects investment 
y 
4 


into socially unproductive uses consti- 
tutes the most persuasive and the best- 
' supported plank in the platform of 
' those who oppose on economic grounds 
any deliberate degree of inflation. 
_ There are additional arguments of 
I varying merit. There is little doubt that 


- *For concrete instances see H. Singer, 

“The Brazilian SALTE Plan,” Economic 

Development and Cultural Change, Febru- 
"ary, 1953, pp. 341-9, where the enormous 
investment in real estate is ascribed in part 
to inflation. In Colombia a large proportion 
of private investment in transportation in 
reality meant import of passenger cars 
(Manero, of. cit., p. 6). 
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inflation tends to distribute income 
away from recipients of fixed income 
to profit receivers and producers. This 
is indeed its basic economic rationale. 
In doing so, however, inflation may ag- 
gravate social strains and stresses and 
lead to a politically explosive situation. 
But the iniquitous effects of inflation 
on this account should not be exag- 
gerated. It is true that inflation may 
tend to reduce real wages and increase 
incomes of speculators and monopolists 
but this result is not inevitable. Govern- 
ment expenditures may be used to off- 
set at least in part the loss of real 
income of those who are least able to 
bear it. It was argued earlier that the 
dangers of hyperinflation are greatest 
when labor is well organized and this 
situation is not conducive to a serious 
fall in real wages. 

In the more developed countries 
some of the most inequitable and so- 
cially least desirable effects of inflation 
are the hardships it imposes on the old 
age pensioners, those living on annui- 
ties, and others whose incomes are 
price-inelastic. The savings and the 
stamina of the middle class are under- 
mined by prolonged inflation. These 
effects, although of significance, are of 
considerably less importance for the 
underdeveloped countries. The number 
and proportion of fixed income recipi- 
ents is not large and the middle class, 
with some exceptions, is practically 
nonexistent. 


The Alleged Advantages of Inflation 


It thus appears that the limits within 
which inflation could be contained may 
be rather broad and may entail a num- 
ber of undesirable economic conse- 
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Capital Required Annually by Underdeveloped Countries to 
Raise National Income by Two Percent per Capita 


National| , Net 
Population Estimated acme domestic | Annual | negcit 
a re 49 population | 4949 savings needs 
ie (Millions) | (growth per annum 
(Percent) 
Billions of dollars 
leatime America, semen (cae: 158 PPD, 24.0 199 2.54 0.55 
Africa (excl. Egypt)....... 178 1.25 13.2 0.72 2.31 1.59 
Middle East (incl. Egypt). . 94 1.50 on) 0.54 1230 0.76 
South Central Asia........ 436 1.50 24.0 1.20 5k 4.12 
Far East (excl. Japan)..... 661 OMS 26.4 One 7.66 6.87 | 
MG tale er ys tee ste iia il seer LZ 96.6 5.24 19213 13289 { 


Source: United Nations, Department of Economic Affairs, Measures for the Economic a 
of Underdeveloped Countries (New York: Columbia University Press, 1951), p. 76. 


quences. The fact, however, that some 
governments are willing to take the risk 
of inducing inflation suggests that they 
attach some importance to this mech- 
anism as a means of speeding up the 
rate of economic progress. The most 
persuasive argument in favor of allow- 
ing a rise in the level of prices by bor- 
rowing from the public or by printing 
money or by borrowing from the bank- 
ing system is that the alternative may 
be economic stagnation or at least in- 
ability to start the cumulative process 
of growth on its way. The choice ap- 
pears to those governments to lie be- 
tween inflation and nondevelopment, 
and many of them prefer development 
even if it has to be paid for in terms 
of social and political frictions and eco- 
nomic disturbances. 

The accompanying estimates, though 
based on a number of debatable as- 
sumptions, provide some measure of 
the enormity of the task facing under- 
developed nations in their quest for 
economic development. No foreseeable 
amount of foreign assistance appears to 
these countries to be sufficient to bridge 


the gap between stagnation and a 
modest rate of growth. Rightly dt 
wrongly, particularly in those rye 
that reject direct compulsion and forci- 
ble resource transfer, inflation is looked! 
upon as the best means of shifting re-} 
sources to capital formation. 
Granted that inflation may be the! 
counsel of despair but that it will be: 
kept within manageable limits, whatt 
are the advantages of such a course of! 
action? Probably the most telling point 
is that inflation may be used to divert 
resources from consumption to invest-: 
ment and thus tend to make investment 
a greater proportion of national in- 
come. Rising prices reduce consump) 
tion in real terms and thus release re-. 
sources for investment. Profits, at least 
initially, rise faster than costs and thi 
induces additional investment. Th 
transfer of income from consumers to 
businessmen may itself lead to a greater 
flow of savings and investment so fai 
as the profit receivers have a lower 
marginal propensity to consume. Ever 
if the marginal propensities are not sig: 
nificantly different, profits will tend 


_ to constitute an increasing proportion 
_ of national income so that the total 
_ volume of savings will increase. This is 
4 the familiar argument of forced savings 
and stimulated capital formation by 
extension of markets and a rise in mon- 
etary profits. 

Another argument that is frequently 
advanced is that the underdeveloped 
_ countries suffer from hidden unemploy- 
ment or from underemployment. It is 
alleged, for example, that a substantial 
' proportion of the rural population has 
a marginal net productivity of zero and 
that sometimes the marginal product is 
negative.” 

Under these conditions a transfer of 
labor from agriculture to industry will 
result in a net increase in real output. 
» In the underdeveloped countries such 
a transfer ordinarily is difficult to 
accomplish. Inflation may speed up the 
_ reallocation of labor from rural to in- 
_ dustrial areas, not so much because it 
_ creates wage differentials that favor in- 


4 os Go 


dustry but because it enables members 
of large agricultural families to find 
employment outside the family holding. 
Such results may follow internally in- 
duced inflation even when prices rise 
faster in the agricultural segment of the 
economy. The rise of real incomes in 
the agricultural sector is not necessarily 
evenly diffused among all members of 
the rural family and some of its mem- 
bers do find it both desirable and feas- 
ible to move into industrial employ- 
~ ment. 
Moreover, a well-designed develop- 
_ ment program aims not only at increase 


: 7Cf. P. N. Rosenstein-Rodan, “Problems 
‘of Industrialization of Eastern and South 
Eastern Europe,” Economic Journal, June- 


September, 1943. 
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of output but also of employment and 
particularly of the proportion of eco- 
nomically active population. It is, of 
course, true that when employment is 
increased the value of output will also 
increase. But employment is a function 
of aggregate demand, that is, of in- 
vestment and consumption. A reduc- 
tion of consumption by an amount that 
would release the requisite amount of 
resources for investment will not neces- 
sarily increase the level of employment. 
It appears, therefore, that a certain 
amount of inflationary finance may be 
necessary to increase the supply of 
labor at a given real wage. It is possible 
that beyond a certain point such infla- 
tionary finance will merely raise wages 
without adding to the supply of labor. 
Up to that point, however, an infla- 
tionary price rise may be _ justified. 
Even outside the problem of transfer of 
resources from agriculture to industry, 
“a mild degree of inflation may be re- 
quired to overcome the sluggishness of 
of transformation of 


the process 

changes in the supply of factors into 
quantities of factors already em- 
ployed.”® 


Another frequently voiced argument 
in favor of inflation derives from the 
concern with the existence of a large 
debt fixed in contractual terms. Not 
only does a rising price level reduce the 
real burden of borrowing for outlays on 
plant and equipment and thus give 
another fillip to investment, but the 
crushing burden of agricultural debt 
falls in real terms. Similarly, where gov- 
ernment is an important debtor, infla- 


® Moses Abramovitz, “Economics of 
Growth,” Survey of Contemporary Eco- 
nomics, Vol. II (Homewood, Illinois: Rich- 
ard D. Irwin, 1952), p. 138, 
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tion tends to bring some relief to its 
burden of fixed indebtedness. 

There are also those who maintain 
that to the extent that the state is to 
direct and participate in the process of 
development and that private capital 
is to rely on traditional economic moti- 
vations, it is important for the develop- 
ment authority to do everything in its 
power to ensure the profitability of the 
nascent enterprise. One method that 
may help to achieve that end is to en- 
sure at all times an adequate level of 
ageregate demand through the use of 
transfer payments and similar means. 
Another method may be a restriction of 
imports that compete with the domestic 
industry. Yet a third method may be 
government purchase of output for 
which, for reasons considered tempo- 


rary, 
demand. All these actions of the gov- 


there is insufficient market 
ernment will tend to have a net infla- 
tionary impact that is considered a 
small price to pay for the stimulus it 
may give to the unskilled and inexperi- 
enced entrepreneurs in the less de- 
veloped countries. ’ 

Finally, inflation may be justified on 
the grounds that its incidence may be 
more equitable than that of existing 
alternatives such as taxes on land and 
other tax measures that are shifted for- 
ward to the tenant or to the peasant 
borrower. Also, inflation may be pre- 
ferred not only to the alternative of 
foregoing the cost of development, but 
also to the less tangible costs to. those 
who, in the absence of inflation, remain 


unemployed or underemployed. 


The Pros and Cons of Inflation 


It may be useful at this point to re-_ 
state briefly the cases for and against 
inflation as a prelude to some con- 
cluding remarks regarding the effects of 
internally induced inflation on the 
process of capital formation. 

The case against inflation presents. 
two conceptually different facets. The 
first doubts the possibility of keeping 
deliberate inflation within bounds; the 
second, though admitting that inflation, 
once started, does not inevitably lead to. 
hyperinflation, asserts that such a 
course will lead to a fall in the total 
level of savings even though forced 


savings may increase. Moreover, invest- 
ment, though possibly stimulated initi-. 
ally, will soon direct itself into specu-. 
lative and unproductive channels. 
These minimal and short-lived advant- 
ages of inflation, the argument pro-: 
ceeds, do not justify the high social! 
costs that inflation entails and the great: 
risks that it connotes. 

The case in favor of inflation also) 
rests on two main planks. The first sup- | 
ports the contention that inflation is) 
inevitable in any case, whether because ! 
the alternatives are unacceptable or be-- 
cause of the peculiarities of the de-: 
velopmental process itself. Although it; 
is recognized that inflation creates seri-: 
ous dangers, it is believed that these: 
can be minimized and the inflationary 
price rise kept within “reasonable”? 
limits. This is so because the very prog- 
ress of inflation generates its own off-. 
sets, because labor is seldom sufficiently) 
powerful to carry the wage-cost spiral 
to great heights, and finally because the: 
fiscal and monétary restraints. though’ 


avowedly weak may nevertheless be: 
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_ sufficiently strong to prevent inflation 


from getting out of hand. Similarly, the 
social costs of inflation may be compen- 
sated for to some extent by redistrib- 
utive finance, and in any case, other 


available means of financing capital 


formation may be not only less effective 
but also less equitable. 

The second main supporting plank 
stresses the positive benefits of ‘“con- 
trolled inflation.” It emphasizes the 
effects of inflation on the diversion of 
resources into investment and on stimu- 
lus to business outlays. A fuller and 


better pattern of resource allocation is 


also alleged to result from an inflation- 
ary level of expenditures. Transfer of 
labor from agriculture to industry may 
be facilitated. The crust of restrictive 
social habits and customs tends to be 
shaken by inflationary finance. The 
burden of debt falls in real terms. Infla- 
tion may be politically more efficient 
than any other readily available method 
of achieving certain social aims, such 
as the expropriation of absentee land- 
lords for example. Finally, the goal of 
maintaining aggregate demand does 
favor a policy that errs in favor of 
inflation instead of one that is biased 
toward deflation when it is impossible 
to state precisely a level of expenditures 
that would ensure full employment 
with price stability. 

It appears that no definite answer 
can be given to the question of whether 
a deliberate inflationary policy should 
be pursued by a developmental author- 
ity bent on speeding up the rate of 


_ capital formation. But certain tentative 


conclusions may perhaps be drawn. The 
arguments in favor of inflation hold 
great attraction. Even its opponents 


admit that the initial impact of infla- 
tion is likely to achieve some of the 
ends sought, such as diversion of re- 
sources into investment and govern- 
mental capital formation, raising the 
ratio of savings to national income, 
stimulating investments, and so on. The 
argument that inflation, once started, 
must proceed at an ever-increasing rate 
to end finally in some unspeakable dis- 
aster does not appear entirely convinc- 
ing. The factors that cause inflation to 
be self-defeating appear sufficiently 
strong to stop the process at some point 
short of a complete breakdown of the 
money economy. This point may be ap- 
proached sooner if costs rise in antici- 
pation and make investment of all 
kinds less attractive or if labor is con- 
ditiened culturally or through propa- 
ganda to a given standard of living or 
if government is sufficiently concerned 
and determined to prevent inflation 
from getting out of hand. The social 
equity objections to inflation, though 
on the whole well taken, miss the point 
that capital formation involves sacri- 
fices and that inflation may be prefer- 
able to the alternative of economic 
stagnation. 

But all these considerations cannot 
destroy the cogency of the argument 
that inflation, because of the changes 
in the decisions to save and to invest, 
may do little if anything to increase 
domestic capital formation. The flow 
of savings and the level and direction 
of investment is seriously distorted by 
inflation and this constitutes the hard 
core of the anti-inflation position. But 
it must be noted that the undesirable 
changes in consumption and investment 
are predicated upon the implicit as- 
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sumption that the existing financial and 
fiscal framework is constant and given. 
The case for some measure of inflation 
would be immeasurably strengthened 
if it could be shown that some, if not 
all, of the detrimental reactions of sav- 
ings and investments could be elim- 
inated by a modified institutional 
framework within the power of the 
developing countries to achieve. In- 
deed, whether or not inflation is viewed 
as an inevitable or desirable concom- 
itant of economic growth; the finan- 
cial structure prevailing in most of the 
underdeveloped countries appears ill 
adapted to the task of mobilizing and 
channeling domestic savings. The insti- 
tutions of the capital market in par- 
ticular do not possess the organization 
and instruments that may be expected 
to capture and canalize liquid resources 
that at present flow into nonproductive 
uses at the slightest hint of a rise in 
the price level. It should be possible 
to develop financial instruments and 
institutions that would, in part at least, 
offset the attractiveness of real estate, 
gold hoards, idle land, and inventories, 
and at the same time make liquid re- 
sources more readily available to the 
developmental authority. To the extent 
that such institutions and instruments 


are successful in attracting actual and © 
potential savings, not only will the dis- 
advantages of an inflationary price rise _ 
diminish but the task of keeping the 
rise of the price level within manage- 
able limits will be made much easier. 

In conclusion, it thus appears that if 
the proposition is accepted that infla- 
tion induced by deficit financing does 
not lead inexorably to the breakdown 
of the monetary system, it is at least in 
principle possible to minimize its costs, 
and to maximize its benefits. To do so‘ 
would require the introduction of in- 
struments and institutions that provide 
a hedge against inflation and at the 
same time give prospects of returns 
over time that compare favorably with 
the prevailing disposition of assets. An 
institution that sells equity certificates 
to savers and makes equity capital so 
obtained available to investors may be 
in a position to perform this dual task. 
The feasibility and rationale of such an 
institution cannot be discussed within 
the confines of this paper. It remains 
true, however, that the indictment of 
inflation based on the existing institu- 
tional framework cannot be allowed to 
stand when it is remembered that a 
change in the institutional setting is 
inherent in the very concept of growth. 
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Credit Union Share Insurance 


WituraM L. Day* 


CREDIT UNION share or deposit insur- 


ance, similar in purpose to bank de- 
posit insurance, may soon be available 


to Illmois credit unions, but under the 
auspices of a private corporation, fi- 
nanced by credit union money, rather 
than a Federal insurance corporation. 
The legal basis for such a program was 
laid when the Illinois Credit Union 
League, representing some 1,200 credit 
unions, secured passage of House Bill 


1110 in the 1955 Illinois General As- 


sembly. The bill provides “for the char- 
tering of corporations under the su- 
pervision of the Auditor of Public 
Accounts to guarantee the members of 
credit unions against loss on share ac- 
counts.” The bill was signed by Gov- 
ernor Stratton on July 14. 

This development raises the question 
of whether a private corporation, with- 
out the resources and prestige of a 
governmental corporation and oper- 
ating at the start at least within the 
confines of a single state, can be ex- 
pected to succeed in such an under- 
taking. Because the development is 
open to this question, it also seems to 
call for an attempt to explain the 
apparent motives that led the respon- 
sible leaders of the largest segment of 

* Mr. Day is associated with the office of 
the Illinois Auditor of Public Accounts. The 
views expressed in this article are those of 


the author and are not necessarily those of 
the office with which he is connected. 


the credit union movement in Illinois 
to attempt such an undertaking.’ 

The main impetus for the program 
appears, in brief, to be the unfavorable 
publicity credit unions feel they have 
been receiving because of defalcations, 
plus opposition among some leaders of 
the movement to credit union share in- 
surance under Federal auspices. These 
leaders urge that Federal insurance is 
unnecessary and view it as the opening 
wedge for more restrictive govern- 
mental supervision of credit unions. 

In essence, credit unions are a form 
of savings and loan _ cooperative 
(though not to be confused with sav- 
ings and loan or building and loan 
associations), with the emphasis on 
small personal loans rather than on real 
estate loans. Although they may be 
organized among the members of a 
labor or church organization, for ex- 
ample, or in a defined residential area 
(the neighborhood or community credit 
called the 


charter” type since anyone who lives in 


union, sometimes “open 


a defined area is eligible for member- 
ship), for the most part credit unions 


have been organized among employee 
groups.” In legal form, credit unions are 


1Not all Illinois credit unions are mem- 
bers of the League. There are a number of 
independents and also a much smaller as- 
sociation, the Credit Union Forum. 

?'The Credit Union National Association, 
reporting on credit unions in the United 
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corporations. Members deposit savings 
in them as installments toward the pur- 
chase of shares (“share accounts”), 
which usually have a par value of $5 
or $10, but except for the purpose of 
electing directors, shares are treated as 
savings or deposit accounts, with share 
account passbooks, rather than as equity 
holdings. Thus the money deposited 
may be withdrawn in much the same 
manner as from a bank savings account. 
Instead of receiving a rate-of interest 
stipulated in advance, the credit union 
shareholder receives dividends, typically 
now about 3 or 4 percent a-year. 

As a member, he is eligible to bor- 
row from the credit union, the loan 
being subject to the approval of the 
credit committee and of course subject 
to restrictions in the credit union law 
under which the corporation operates 
and restrictions in the bylaws of his 
credit union as to amount and surety. 
Credit union laws typically limit the 
interest on loans to 1 percent a month 
on the unpaid balance and one-half of 
1 percent on amounts over $1,000. 
Sometimes at the end of the year, a 


States and Canada in The Credit’ Union 
Year Book 1955, p. 7, gives the following 
breakdown of credit unions by types: 5 
percent, members of same church congre- 
gation; 8 percent, people living in same 
community; 33 percent, industrial employ- 
ees; 4 percent, teachers and school em- 
ployees; 10 percent, members of same labor 
union; 6 percent, members of other associa- 
tions; 8 percent, transportation and com- 
munication employees; 12 percent, govern- 
ment employees; 5 percent, food processing 
employees; 4 percent, wholesale and retail 
business employees; 7 percent, employees in 
other occupational groups. Percentages total 
over 100 because some credit unions fall 
into more than one classification. 
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credit union may give an interest re- 
bate to borrowers. 


The Illinois Insurance System 


The Illinois act, House Bill 1110, is 
said to be patterned after the Federal 
acts setting up the Federal insurance 
corporations in the banking and savings 
and loan association fields. It ties in 
with existing state supervision of credit 
unions in Illinois by placing corpora- 
tions chartered under House Bill 1110 
under the supervision of the Auditor of 
Public Accounts,? who also supervises 
credit unions, banks, savings and loan 
associations, trust companies, currency 
exchanges, and cemetery care authori- 
ties. (Note that there is also a Federal 
credit union act, and credit unions 
organized under this act are, of course, 
subject to supervision only by Federal 
authorities —the Bureau of Federal 
Credit Unions in the Department of 
Health, Welfare, and Education. ) 

The act provides for only a mini- 
mum of state supervision. Insuring cor- 


* This elective officer is designated by the 
state constitution to act as chief disbursing 
officer and comptroller for the state govern- 
ment as far as legality of state expenditures 
is concerned. The statute invests him with 
broad post-audit authority. 

The Illinois Auditor does not, however, 
supervise insurance companies. These are 
regulated under the Insurance Code, ad- 
ministered by a separate Department of In- 
surance, headed by a director appointed by 
the Governor. Initially leaders of the Illinois 
Credit Union League sought to set up a 
share insurance company under the Insur- 
ance Code, but ran into technical difficulties. 
An attempt to amend the Insurance Code 
to resolve these difficulties met with oppo- 
sition, and subsequently the present bill was 
introduced in the legislature and passed 
without opposition. 
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porations are required to have a capital 
of at least $1,000,000 before they can 
begin business, but there is no require- 
ment, depositing 
securities with the Auditor as reserves. 
However, the corporation’s regulations 
governing relations between it and the 


for example, for 


subscribing credit unions are subject to 
the Auditor’s approval, and such cor- 
porations are also required to report 
to him annually, furnishing such in- 
formation as he may require. Indi- 
vidual share accounts are to be insured 
up to $10,000. 

The League took its first step in the 
direction of the insurance program in 
the 1953 Illinois legislative session, 
when the original 1925 credit union 
law was being completely revised. Its 
spokesmen secured inclusion of author- 
ity for credit unions to invest not more 
than 25 percent of their capital and 
surplus in “shares of a corporation 
chartered in this State or licensed to do 
business in this State and organized 
specifically to insure shareholders 
against loss.” 

This Illinois development is not with- 
out precedent. As early as 1940 the 
New York legislature enacted Article 
XI-A of the banking law, permitting 
establishment of a mutual credit union 
share insurance fund under the super- 
vision of the state banking superin- 
tendent, but according to the writer’s 
information, such a fund has not been 
established. The writer has also heard 
mention of, but has not verified, a 
report that credit unions in Massachu- 
setts and in California are attempting 
to set up their own private share insur- 


ance programs. 


The Need for Insurance 


What are the hazards in credit union 
operation that could lead to insolvency 
and a demand upon a credit union 
guaranty corporation? ‘Two _ studies 
within the last decade point to a num- 
ber of miscellaneous factors which 
typically are found in connection with 
credit union liquidations, but which do 
not necessarily involve a loss to share- 
holders. These miscellaneous factors 
can be grouped under the general head- 
ing of operational difficulty, but they 
also include instances of defalcations 
and situations involving closedowns or 
depressions in the industry in which the 
credit union members are employed. 
Note that in the case of a defalcation — 
as contrasted with other difficulties — 
the credit union itself may be healthy 
and the defalcation may not compel 
a dissolution, although shareholders 
may have to agree to write off part of 
their holdings if the credit union is to 
continue to operate. 

Croteau studied 1,840 liquidations of 
Federal credit unions in the period 
1935-51 and lists as responsible such 
factors as indifference of potential lead- 
ers and members, unsatisfactory field of 
membership, management and oper- 
ating problems (internal friction), 
heavy labor turnover, availability of 
alternative thrift and loan plans, and 
closing of plant or field of operation.° 


* John T. Croteau, “Federal Credit Union 
Liquidations, 1935-1951,” Journal of Busi- 
ness of the University of Chicago, XXV 
(July, 1952), 187-203; and Eli Shapiro, 
Credit Union Development in Wisconsin 
(New York: Golumbia University Press, 
1947). 
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Note that defalcations are not men- 
tioned. Shapiro studied a much smaller 
group of liquidations — 79 Wisccnsin- 
chartered credit unions in the period 
1923-40. As causes, he mentions lack 
of interest and/or unsatisfactory vol- 
ume of business, depression in plant, 
poor management, embezzlement (five 
instances), company opposition, and 
labor trouble in plant.® Croteau found 
total losses at liquidation ‘amazingly 
small — only $111,117 or about twenty- 
five one-thousandths of 1 percent of the 
share balances in all federal credit 
unions at the end of 1951 and an in- 
finitesimally small percentage of the 
total amount intrusted to the care of 
federal credit unions since the inaugu- 
ration of the system in 1934.” He adds: 
“Indeed, there has been no net loss; at 
liquidation the shareholders as a group 
have received a net dividend of more 
than $327,000 on their shareholdings.” 
In the case of the Wisconsin study, 
Shapiro found 60 percent paid share- 
holders 100 percent or more, whereas 
only 5 percent paid nothing at all 
(losses here totaled only $126.58) and 
the remaining 35 percent ranged be- 
tween these extremes, but taking the 
group as a whole, there was no net 
loss.* (There would, of course, be a loss 
in both cases for a guaranty corpora- 
tion, since surpluses could not be netted 
against losses. ) 

There may be some question as to 
how credit unions could be expected to 
fare during a major economic depres- 
sion and how this would affect the 
guaranty corporation. (The principal 
justification for Federab bank deposit 


BOpuaciu. p. 141. 
WlOcmotL pal 96: 
* Op. cit., p. 160. 


insurance appears to be to avoid a 
repetition of bank closings during the | 
early thirties; credit union share insur- _ 
ance must be prepared to face this 
question.) Credit union spokesmen con- 
tend the record that credit 
unions performed remarkably well at 


shows 


that time, and indeed they can point 
to a study of Massachusetts credit 
unions, published in 1939, in which 
Snider expresses the view that “Despite 
the considerable shrinkage in service ; 
rendered and the liquidation of indi-” 
vidual credit unions, the fundamental 
soundness of the credit union as a 
financial institution was amply demon- 
strated” during the depression period.” 
Snider reported that the decline in real 
estate values was the leading cause of 
difficulty for credit unions which had 
made second mortgage loans. In about 
half of the states today and under the 
Federal act, real estate loans are not 
authorized as investments for credit 
unions; where they are allowed, as 
under certain state laws which the 
writer has noted, they are hedged about 
with restrictive safeguards. This fund 
of experience indicates the danger, for 
a venture such as Illinois is now estab- 
lishing, of insuring credit unions with 
many real estate loans. Although this 
is not a problem in Illinois, where 
credit unions are not authorized to 
make such loans, it might be a consid- 
eration in other states should the Illi- 
nois plan be adopted there. Ordinarily, 
however, a credit union’s funds are, 
for the most part, invested in personal 
loans to members, and the experience 
with repayment appears to be unusually 

®* Joseph L. Snider, Credit Unions in Mas- 


sachusetts (Cambridge: Harvard University 
Press,)1939) ca paeeo. 
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good. The claim is made that only 
“about two-tenths of 1% of all the 


_ money loaned by credit unions has ever 


been charged off.”*° Depressed condi- 
tions could result in slower repayment 
of loans or in requests for withdrawals 
of share accounts at a much higher rate 
than normal, and in such a situation a 
credit union might find it difficult to 
pay out on demand. But it must be 
kept in mind that the members are in 
the position of shareholders, so that 
under ordinary circumstances it may be 
to their interest to wait some time for 
their money rather than to take steps 
leading to the liquidation of the credit 
union. On the other hand, it is not 
inconceivable that share insurance 
could prompt the desire to “cash in” on 
the insurance rather than wait for pay- 
ment of slow loans. It is obvious that 
nobody knows for certain what form a 
future period of “hard times” might 
take, and the fact that the character 
of the credit union movement has 
changed both quantitatively and quali- 
tatively since the thirties, a point dealt 
with at greater length later, makes it 
difficult to project past experience into 
the future. 

Defalcations, by way of contrast, are 


*” Jack Dublin, director of field services, 
Michigan Credit Union League, as quoted 
in Proceedings, Fourth Michigan Consumer 
Credit Conference (Albion, Michigan: 
Albion College, 1955), pp. 88-89. For Wis- 
consin-chartered credit unions, the Thirtieth 
Annual Report on the Condition of Credit 
Unions (Madison, Wisconsin: State CGom- 
missioner of Banks, 1952) indicates loans 
made by credit unions since organization 
totaled over $250 million; loans charged off 
amounted to slightly over 0.3 percent, but 
this declines to slightly over 0.2 percent 
when recoveries after charge-offs are de- 
ducted (table, p. 13). 


a present hazard, and there are known 
operational safeguards against their 
occurrence. The writer surveyed the 
supervisory authorities of 12 leading 
states on this problem, and there ap- 
peared to be agreement among them 
that, statistically at least, defalcations 
were not significant. To the leaders of 
the credit union movement, however, 
they are significant in that a very few 
of them, reported in the press, are felt 
to hurt confidence in credit unions, 
especially when the loss either forces 
liquidation of the credit union or com- 
pels a substantial voluntary write-off of 
share accounts. An unpublished Illinois 
study cited 45 defalcations (presumably 
all) that occurred among Illinois state- 
chartered credit unions in the period 
1932-53. This figure may be compared 
with 413 instances of charter cancella- 
tions and credit union dissolutions dur- 
ing this period; the two figures are not 
strictly related, since a defalcation does 
not necessarily lead to dissolution of the 
credit union. Losses in these defalca- 
tions aggregated $471,250. Of these 
losses, bonding companies repaid $173,- 
721; employing firms (in the case of 
industrial credit unions) contributed 
$75,663; and the defaulters paid back 
$61,433, leaving losses of $160,433 to 
be borne by shareholders. The 45 credit 
unions had resources aggregating $3,- 
338,846 at the time the defalcations 
occurred.'? During this 21-year period, 
total resources of  Illinois-chartered 
credit unions increased from $1,363,975 
in 1932 to $181,843,000 in 1953, so it 
can be seen that losses were very small 

“The figures were compiled from the 


records of the Auditor of Public Accounts 
by Fred S. Hill, C.P.A. 


ve 


indeed compared with credit union re- 
sources.?? Leaders of the Illinois Credit 
Union League are reported to have 
estimated, based on the foregoing fig- 
ures, that a premium rate of eight. and 
one-half cents per month per $1,000 of 
share balances would be realistic for 
their proposed share insurance corpora- 
tion; this would amount to a trifle more 
than one-tenth of 1 percent per annum, 
which would hardly effect a noticeable 
reduction in prevalent annual divi- 
dends of 3 to 4 percent. 


Present Safeguards 


Steps can be taken to guard against 
defalcations. In this respect they are 
unlike unfavorable economic conditions 
and other factors outside the control 
of credit union management, such as 
employer opposition, which lead to dis- 
solution of a credit union. Proper ac- 
counting procedures, supplemented by 
adequate audits, are one step. Bonding 
of the treasurer and other employees 
who handle money is another step. 
Supervisory examinations by govern- 
mental authorities may also act as a 
check, although generally they are not 
intended to serve as audits. (Super- 
visory authorities usually take the posi- 
tion that the internal audit is a func- 
tion of private management; examiners 
assume the figures shown by the books 
are correct and are chiefly concerned 


“It is also apparent that these defalca- 
tions did not hamper the growth of credit 
unions in Illinois. Part of the explanation 
lies in the fact that as far as newspaper 
attention is concerned, defalcations were 
given much less space during the thirties 
and the war years than at present. Also the 
success of the movement has probably cen- 
tered attention on such problems. 
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with an appraisal of the financial posi- 
tion of the credit union and its assets 
and with compliance wth regulatory — 


requirements. Of course, examiners do 
not turn their backs on clues that may 
point to a defalcation, and in a few 


states, the examination may be supple- _ 


mented by a test verification of mem- 
bers’ share and loan accounts.) 


As for audits, credit union laws gen- 


erally require periodic audits of the 


records of the credit union by its super-: 


visory committee. The difficulty here is” 


| 


that credit unions, in their early stages © 


at least, are often organized with un- | 


paid, 
never outgrow this form of organiza- 
tion. Often the treasurer, who 1s also 
usually the general manager, is the only 
paid officer. In a small credit union, 
the carelessness or incompetence of this 
officer may lead by inadvertence to 
inability to account for all the funds. 
A credit union with a strong treasurer 
may develop a case of “one-man man- 
agement” with the supervisory commit- 
tee viewing its function as a mere 
formality, signing papers under his di- 
rection. If a treasurer is dishonest, his 
key position and the lack of accounting 
skill on the part of the supervisory com- 
mittee may defeat the committee’s good 
intentions. Some supervisory commit- 
tees do realize their deficiencies and 
arrange for a _ professional, outside 
audit. The 1953 revision of the Illinois 
credit union law encourages such ar- 
rangements by permitting an audit by 
a certified public accountant to be sub- 
stituted, under certain conditions, for 
the state examination, provided its 
scope is as broad as the examination. 
The consequent saving of the examina- 


amateur leadership and may : 


tion fee may enable the credit union 
_ to afford the professional audit. How- 
ever, during the first nine months of 
1954, only 20 Illinois-chartered credit 
unions, out of a total of more than 
_ 1,200, took advantage of this provision. 
_ Surety bonds on the treasurer and 

employees handling money are a prime 
__ safeguard against financial loss in the 
_ case of defalcations and are required 
: by the credit union laws in most juris- 


te 


dictions. The shortage may, however, 
exceed the bond coverage. This may 
happen, for example, in a fast-growing, 
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youthful credit union. Or it may hap- 
pen because bond coverage beyond a 
certain amount appeared too expensive 
or was not available. To meet this 
problem, the Credit Union National 
_ Association, with headquarters in Mad- 
ison, Wisconsin, is now offering affili- 
_ ated credit unions its “100% 576” 
blanket bond, which is reported to be 
underwritten by Employers Mutuals of 
Wausau, with coverage up to $1,000,- 
000 for each credit union so protected. 
The writer is not sufficiently familiar 
with this bonding program, its cost, 
and its application to appraise its value 
to credit unions, but as concerns pro- 
tection against losses from defalcations, 
it would seem to be an alternative for 
the share insurance program proposed 
by the Illinois Credit Union League. 
Comparing these two approaches to 
the problem of safeguarding the credit 
union shareholder against loss (insur- 
ance versus bonding), it can be said 
that the share insurance idea is more 
_ comprehensive, since it undertakes to 
protect against losses generally as well 
as those from defalcations. The share in- 
surance program also probably affords 
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a broader opportunity for the guar- 
anty corporation to look into the 
various aspects of the operation of the 
insured credit unions and recommend 
correctives. For example, such a cor- 
poration could presumably require, as 
a condition of participation, that mem- 
ber credit unions hold annual dividends 
within a stipulated percentage, placing 
additional earnings in a special reserve 
fund to be used in less prosperous times 
to maintain dividend rates. But the 
particular advantage of the share insur- 
ance program seems to be that it can 
be used to dramatize for each credit 
union the problems involved in success- 
ful operation and in maintaining safe- 
guards against defalcations, because re- 
fusal to accept a credit union for 
insurance or discontinuance of insured 
status would put the members on no- 
tice of some form of mismanagement. 
This probably would not be true of the 
“100% 576” bonding program where, 
if the CUNA withdrew its bond cover- 
age, coverage from a commercial bond- 
ing company, though on a smaller scale, 
would still be available. (Note that the 
share insurance proposal is not, in any 
case, to be considered a substitute for 
normal surety bond protections, which 
usually are specified by law or by the 
supervisory agency.) 

The broader advantages of the share 
insurance idea probably explain why it 
is being pushed by the Illinois Credit 
Union League, even though the new 
bonding program of the CUNA, with 
which the Illinois group is affiliated, 
would seem a more direct and less un- 
certain solution to the problem of 
defalcations. An equally important ex- 
planation of motives is that many lead- 
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ers of the credit union movement are 
opposed to Federal credit union share 
insurance, and both the share insurance 
idea in Illinois and the new bonding 
program have been put forward as 
measures to forestall enactment of such 
a Federal program. In fact, M. F. 
Gregory, public relations director of the 
CUNA, was reported in the American 
Banker earlier this year as stating that 
his organization was opposed to a pro- 
posal for Federal deposit insurance for 
credit unions “on the basis that it is 
unnecessary” and that “there is no pub- 
lic demand for deposit insurance for 
credit unions” comparable to the de- 
mand which resulted in Federal bank 
deposit insurance.’* He saw defalcations 
as the only significant hazard for credit 
unions and referred to the “100% 576” 
bonding program as the answer to this 
problem. The article also indicated 
that credit unions were opposed to the 
increased governmental controls which 
they expected would accompany a Fed- 
eral form of share insurance. 

This could be an important consid- 
eration in a state such as Illinois where, 
of 1,246 credit unions reported at the 
end of 1953, only 121 were under Fed- 
eral charters. Federal insurance might 
be expected to give priority to Federal 
credit unions but would also involve, 
for state-chartered credit unions apply- 
ing for it, some measure of Federal 
supervision. 

Credit union share insurance, whether 
under private or Federal auspices, has 
important implications not only for the 
credit union movement itself but also 

* “Credit Unions Gird to Fight Ike’s Plan 


to Regulate Them,’ American Banker, 
February 3, 1955, pp. 1-2. 


for competitive types of business — 
banks, savings and loan associations, | 
and small-loan companies. Most banks 
and savings and loan associations have 
been or are being constrained to qualify 
for the Federal protection, so they may 
feel it is only proper for credit unions 
to be under similar controls and safe- 
guards, particularly in view of the phe- 
nomenal growth of the movement; 
small-loan companies might be ex- 
pected to favor such controls for credit 
unions in the hope that they would lead 
to a tightening up on loans by credit | 
unions. '* | 


Growth of Credit Unions 


The growth of credit unions is sum- 
marized by the following figures (in 
which Federal and state credit unions 
are lumped together for the United 
States) : 


1935 1953 
Number of 
credit unions 3,362 13,674 
Membership. . 716,274 6,636,543 


Total assets... $50,332,000 $1,895,107,000 


In Illinois, the growth has been even 
more remarkable, from a membership 
of 22,802 in 108 credit unions (state 
charters only) and $1,363,975 in assets 
in 1932 to a membership of 597,404 in 
1,246 credit unions (state and Federal) 
and $181,843,000 in assets at the end 
of 1953. 


“Dublin is reported (loc. cit., p. 89) as 
stating, concerning Federal share insurance, 
“Frankly — and I must say this for the 
record — bankers, not credit union people, 
have told us that deposit insurance as it is 
known now could mean the death of the 
credit union movement. That may explain 
why credit unions are opposed to federal de- 
posit insurance. But let us leave that aside; 
because there can be arguments on both 
sides of that question,” 


_ How long will this rate of growth 
continue? In some respects credit 
unions, particularly in the industrial 
states, appear to have organized the 
_ most likely prospects—employee groups 
_ where the employer looks upon a credit 
union as a part of an employee rela- 
_ tions program, furnishes free office 
_ space and perhaps clerical help, and 
_ may —if only to protect the company 
name — help underwrite losses if these 
occur. The majority of credit unions 
fall into this class. At the other extreme 
are the residential type where there is 
no friendly sponsor. This is the least 
numerous type of credit union. More- 
over, residential credit unions are more 
directly competitive with other busi- 
nesses because the field of membership 
is not limited to an employee group, a 
labor union, a church, or other associa- 
tion, but includes all residents within a 
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given area. 

As a result, it seems reasonable to 
expect that credit union expansion in 
the future, instead of being “horizon- 
tal,’ or extensive, will be what might 
be called “vertical’’; that is, it will in- 
volve an intensification and deepening 
of services which are already offered. 
Development of share insurance under 
the auspices of the credit union move- 
ment might be taken as an illustration 
of such “vertical” expansion. Already 
the CUNA operates a credit union 
cooperative supply house, has its own 
bonding service (as noted), provides an 
automobile insurance program in con- 
nection with car loans by credit unions, 
and through the CUNA Mutual Insur- 
ance Society offers not only loan pro- 
tection life insurance and life savings 
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insurance (based respectively on bor- 
rowings and share accounts) but also 
individual life insurance in amounts up 
to $20,000. In addition the CUNA has 
a retirement savings fund to enable 
credit unions and leagues to offer their 
employees a retirement savings plan.?° 
Notwithstanding this range of services, 
some credit union leaders believe indi- 
vidual credit unions are failing to serve 
their own membership adequately as 
regards personal loans.‘* Even credit 
union members, it is pointed out, go on 
occasion to small-loan companies rather 
than to their own credit unions to 
borrow; in other instances, credit 
unions are felt to be failing to advise 
borrowers on budgeting and consoli- 
dating obligations to get out of debt. 


Conclusion 


The share insurance proposal is seen 
by its sponsors as filling a need to safe- 
guard savings invested in credit unions 
without taking on additional super- 
vision from outside the movement. To 
the writer, this objective appears cred- 
itable because it represents an attempt 
to solve a problem through essentially 
private (or cooperative) action rather 
than by the familiar pattern of Federal 
legislation. 

However, many problems remain; 
for example, can the share insurance 
company keep its rates as low as the 
figure mentioned earlier and still afford 
to scrutinize effectively the operations 


© See Credit Union National Association, 
The Credit Union Year Book 1955. 

% See E. K. Watkins, “The Regulation of 
Cooperatives by Government,” Wisconsin 
Law Review, July, 1954, p. 650. 
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of insured credit unions? Will the 
psychology of being insured lessen the 
feeling of responsibility for proper man- 
agement in individual credit unions? 
How will “independents” (nonmembers 
of the League) be treated when they 
apply for insurance? Will they be 


forced to join the organization? And. 
when a defalcation of serious propor-. 
tions occurs, how will a fourth party, 
the guaranty company, fit into existing’ 
patterns of procedure as between the 
credit union, its shareholders, and the 
governmental supervisory authority? 


Labor Reunification: Efforts over Two Decades 


Rosert A. MEYERS 


_ FOR THE past two decades the Ameri- 


_ can Federation of Labor and the Con- 


gress of Industrial Organizations have 


_ been at odds. Since the original split in 


1935, the two have tried, pericdically, 


; _ to resolve their differences. It was not 
_ until 1953 that any significant progress 


_ was made toward an agreement to 


merge into a united labor movement. 


_ This hope now appears to be nearing 
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reality, with the final merger scheduled 

for late 1955. This paper will analyze 

(a the issues and reasons which kept labor 
_ divided so long. 


Five sets of fruitless discussions were 


held previous to 1953 in attempts to 
_ reunify labor. These talks occurred in 


1937, 1939, 1943, 1947, and 1950. They 
will be discussed chronologically. But 
first a few words are in order concern- 
ing the cleavage in 1935. 

When John L. Lewis led his United 
Mine Workers out of the American 
Federation of Labor in November, 
1935, war between two conflicting 


_ ideologies was officially declared. Lewis, 


joined by representatives of seven other 
industrial unions, launched a drive to 
organize certain unorganized elements 
of labor in major industries. In 1936 
the new group organized, among others, 
the huge steel industry. In November, 
1938, the group held its first conven- 
tion and adopted a constitution and a 
permanent name — the Congress of In- 
dustrial Organizations (CIO). It also 


elected John L. Lewis as president. 


The original basis of conflict between 


the two organizations centered on how 
labor should be organized. The CIO, 
headed by Lewis, felt that labor, in an 
age of mass production, should be or- 
ganized on an industrial basis, as op- 
posed to the craft basis long favored by 
the AFL. Thus the CIO held that 
workers in all branches of a particular 
industry should be organized into one 
large union rather than into several 
different unions according to their 
skills. 

Although this divergence in philoso- 
phy is generally accepted as being the 
primary cause of labor’s split, it was 
not the only obstacle keeping labor 
apart for the past twenty years. Other 
causes such as personality clashes, ambi- 
tions, communism in unions, and espe- 
cially the varying strength of the two 
organizations have impeded the many 
attempts to reunite them. 


1937 


Two years after the separation, the 
first unity talks between the two groups 
began. On September 2, 1937, William 
Green, president of the AFL, an- 
nounced that his union would welcome 
the originally suspended CIO unions 
to the Federation’s annual convention 
in Denver. 

It was not until October 12 that the 
CIO responded by proposing a meeting 
with the AFL to discuss unity possibili- 
ties, each group to be represented by a 
100-man committee. The CIO felt that 
large groups, representing both national 
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and international unions, would more 
accurately reflect the views of each or- 
ganization. When the AFL objected 
that large committees would be un- 
wieldy, the CIO named a 10-man 
council to meet an AFL committee of 
three in Washington, D. C., on Octo- 
ben 2.0: 

At the opening meeting each group 
sought information on the other’s total 
membership. The CIO, proposers of 
the talks, had an estimated member- 
ship of 3,718,000, whereas the AFL 
membership was 2,861,000.* 
Clearly, if these figures were correct, 


about 


the CIO would be in a dominant posi- 
tion in any new organization. (It 
should -be remembered that certain 
AFL unions tend to understate their 
membership to cut down their dues to 
the Federation, whereas in the early 
years the CIO tended to overstate 
membership figures, probably to give 
the impression of greater strength.) 

On the second day of the talks, the 
CIO made known its proposals. The 
formula would require the AFL to do 
three things. (1) It must declare as 
one of its basic policies that the organi- 
zation of workers in marine, public 
utility, service, and basic fabricating in- 
dustries should be on an industrial basis 
only. (2) It must agree to the forma- 
tion of a separate department within 
the AFL for the CIO, this department 
to be autonomous and to have sole 
charge of organizing workers in the 
groups just mentioned. (3) It must 
agree to a convention of both sides for 
ratification of the proposed agreement.” 

*U. S. Department of Labor, Handbook 
of Labor Statistics, 1950, p. 139. 


*New York Times, October 26, 1937, p. 
the 


The AFL also made three proposals. | 
(1) The originally suspended CIO 
unions (approximately 1,000,000 work- 
ers) would return to the Federation 
with all former privileges. (2) Confer- 
ences would be held to determine the 
fate of the 22 unions chartered by the 
CIO. (3) The CIO, as such, would be 
dissolved, thus eliminating any CIO 
branch within the AFL.* i 

At this point both groups appointed 
subcommittees to try to define some of 
the divergent problems of jurisdiction 
in various industries. Following two 
weeks of study by the subcommittees, 
the AFL group appeared willing to 
have about 15 industries organized on 
an industrial basis. The CIO insisted 
that a tentative verbal agreement on 
this be put down on paper. The AFL 
replied that it would make no written 
agreement until all points were agreed 
upon verbally. If the AFL had agreed 
to this demand, then more bargaining 
power would have been in the hands 
of the CIO. | 

On December 1 the original com-_ 
mittees were replaced by top level 
groups consisting of William L. Green 
and George Harrison for the AFL and 
John L. Lewis and Philip Murray for 
the CIO. The AFL asked for this ar- 
rangement in return for acceding to a 
CIO demand to designate those indus- 
tries well adapted to industrial organi- 
zation. 

The four-man group set up an 
agenda for discussion including: 
(1) the status of the CIO as an entity 
in a unified labor movement; (2) the 
naming by the AFL of those industries 
best adapted to an industrial form of 


* Ibid., October 27, 1937, p. 11. 
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_ organization; (3) the creation of ma- 
_ chinery to make a peace agreement 


effective; and (4) the calling of a 


_ special convention to ratify the peace 
contract. 


It was at this time that Harrison said 


‘ his committee would not name the 


industries ready for industrial organiza- 


tion until the CIO was willing to make 


a concession. He was asked what he 
wanted the CIO to do, and replied, 
“Abandon the C.I.O.”* 

At the next meeting Green and Har- 
rison proposed that the CIO have com- 
appointed in 20 industries 
where the two unions had affiliates in 
conflict so that disputes might be ad- 
justed. Lewis retorted that all CIO 
unions would have to be taken into the 
AFL before settlements could be nego- 
tiated in individual disputes. 

When no further progress was made 
at a meeting on December 21, labor’s 
first merger attempt collapsed. The 
stumbling block appeared to _ be 
whether or not all of the CIO unions 
should be taken back into the AFL. A 
more subtle reason for disagreement 
may have been the size of the two 
unions. If the published membership 
figures were correct and if the CIO 
were accepted in totality, it would un- 
questionably dominate the new organi- 
zation. That meant that jurisdictional 
disputes would probably be resolved in 
favor of the CIO. By proposing that 
only the originally suspended unions 
be taken back, however, the AFL 
would be able to maintain its numerical 
superiority since that segment of the 
CIO numbered only about 1,000,000 
workers. 


* Ibid., December 1, 1937, p. 2. 
* Tbid., December 1, 1937, p. 14. 


1939 


At President Franklin Roosevelt’s 
urging, peace negotiations between the 
warring unions were resumed in Feb- 
ruary, 1939. On March 1 John L. 
Lewis appointed a committee of three 
to meet an AFL committee of three. 

The first meeting was held a week 
later. The CIO immediately set forth 
proposals, which included a new or- 
ganization to be called the American 
Congress of Labor. This organization 
would embrace the AFL and the CIO 
and would also include the Big Four 
railroad brotherhoods. Also included in 
the proposal were four other pro- 
visions: (1) Both unions would con- 
vene by June | to adopt a new consti- 
tution and elect officers. (2) Neither 
John L. Lewis nor William L. Green 


‘would be eligible for election to any 


office in the new union. (3) The gov- 
erning body of the new organization 
would be composed of an equal number 
of AFL and CIO representatives and a 
proportionate number from the rail- 
road brotherhoods. (4) The president 
of the proposed American Congress of 
Labor would be from the brother- 
hoods.°® 

At the time of these negotiations the 
size of the two unions was set at 4,006,- 
000 for the AFL and 4,000,000 for the 
CIO.’ With these figures in mind it is 
not hard to see why, after very little 
deliberation, the AFL rejected the CIO 
plan. With the two major groups at 
approximately equal strength, the bal- 
ance of power in the new organization 
would rest with the independent 
unions. AFL control would be precari- 


‘ Ibid., March 8, 1939, p. 1. 
7U. S. Department of Labor, Handbook 
of Labor Statistics, 1950, p. 139. 
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ous to say the least. There would ap- 
pear to be little for the AFL to gain 
in agreeing to such a setup. Conse- 
quently the AFL proposed that its 1937 
formula be accepted as a basis for 
merger. 

In considering the AFL counterpro- 
posal the CIO asked whether the in- 
tegrity of its unions would be guaran- 
teed. The AFL expressed its willingness 
to accept unconditionally only the 
originally suspended CIO unions. Those 
CIO unions operating in work jurisdic- 
tions already chartered by the AFL 
would be expected to turn over their 
membership to the AFL unions with 
which they were in conflict. The CIO 
could not agree to this and the talks 
were abandoned. 

Once again the main barrier to 
agreement lay in the relative strengths 
of the two unions. The AFL had little 
to gain in accepting the CIO proposal 
and the CIO had nothing to gain in ac- 
cepting the AFL’s plan. The question 
of differing philosophies was only a 
“front” for the basic point of conflict 
—who would control 
union. 


the merged 


1943 
In 1943 John L. Lewis proposed that 


labor sit down once again and try to 
iron out its differences. At this time 
Lewis had led his mine workers out of 
the CIO and was president of the 
strongest segment of the independents. 
The AFL’s membership was at 6,500,- 
000 and the CIO’s was at 5,300,000.® 
Lewis, if he were able to control the 
1,800,000 independents, would be in 
an enviable position in any new or- 


* Ibid. 
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ganization which might come into) 
existence. Admittedly, this would be: 
quite a feat even for Lewis. The talks: 
lasted only three days, from March 31 
through April 2, and they never “got: 
off the ground.” 

The talks centered about a no-raid-. 
ing pact rather than on the formula- 
tion of plans for an organic merger. 
By this time most of the big industries, 
that could be organized without undue 
effort had been organized. Much of the 
remaining “organizing” appeared to be. 
taking the form of one union trying to. 
attract members from another union. 
Both groups seemed more interested in 
holding old members than in getting 
new ones. This is seen in the fact that 
the talks of 1947, 1950, and 1953 also 
involved important plans for a no- 
raiding pact. 


1947 


On December 5, 1946, Philip Mur- 
ray, president of the CIO, called for a 
meeting of the AFL, the CIO, and the 
independent railroad brotherhoods to 
discuss “unity of action.” He was not, 
however, proposing a merger. Murray 
was thinking in terms of unity against 
adverse labor legislation. Enactment of 
the Taft-Hartley Law was near. 

The AFL responded on January 31 
proposing that the two groups get to- 
gether to work out a basis for amalga- 
mation, naming at the same time a 
committee of five to meet a similar 
CIO committee. The AFL was numeri- 
cally superior at this time, boasting a 
membership of about 7,500,000 com- 
pared with the CIO’s 6,000,000.° Also 
the CIO was undergoing a bitter 


° Ibid. 
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| struggle between the left and right 


Re wings. This might make it easier for 
| the AFL to woo some of the CIO 
| unions away. In February the CIO ap- 
| pointed a five-man committee to meet 
_ the AFL, insisting, however, that labor 
| legislation, and not merger talks, should 


be the primary order of business. 
Discussions were held concerning no- 


Ib raiding agreements but no decision was 
_ reached. The AFL suggested that where 


contracts had been entered into by 
either labor organization, the other 


| should not seek to raid, nor should 


raids be conducted by any union in a 
plant where either side had won a rep- 


- resentative election. The CIO felt that 


this might freeze any future agreements, 
entered into by a union with an em- 


_ ployer, which were still in a verbal 


stage. Also the CIO proposed invoking 
jurisdictional machinery established in 
1942 to enforce any no-raiding pact 
which might come into being. The AFL 


| opposed this. 


At this point, on April 3, discussions 
were abandoned until April 21 when 


- the AFL again invited the CIO to con- 


fer on a plan to merge. On May 2 both 
groups outlined their plans for merging. 
The AFL felt that a merger should 
take place before specific differences 
could be taken up. 

The AFL committee proposed that 
all unions in the CIO affiliate with the 
AFL, as the United Mine Workers had 
done in 1946. Then the CIO would 
have full participation rights in the 
AFL unions. This was a modification 
of the AFL position of 1937-39 when it 
proposed that CIO unions operating 
in work jurisdictions chartered by AFL 
unions turn over their membership to 


the AFL. The AFL did not offer to 
guarantee the integrity of the CIO 
unions. This was one of the principal 
demands of Murray. Also the AFL 
would not accept the CIO proposal to 
operate political 
jointly. 


action machinery 


The complete CIO proposals in- 
cluded: (1) joint emergency legislative 
machinery to oppose vicious legislation ; 
(2) an agreement to eliminate jurisdic- 
tional disputes between the two groups; 
and (3) an agreement to accept three 
principles as the basis for further dis- 
cussion of organic unity. These were as 
follows: (a) Any new organizational 
structure should give full and complete 
recognition to the principle of indus- 
organization. (b) Autonomous 
rights of existing international unions 
should be fully respected within the 
new national organization. (c) The 
new organization ‘should provide for 
the creation of effective labor political 
action machinery.*® Discussions were 
abandoned at this point. 

At this time neither side had much 
to gain by a merger, and also neither 
seemed to be a serious threat to the 
other. In addition, the AFL would not 
guarantee the integrity of CIO-char- 
tered unions. And elements of com- 
munist infiltration in the CIO were also 
distasteful to the AFL. These seemed 
to be the primary stumbling blocks in 
1947. 


trial 


1950 


Three years later Philip Murray of 
the CIO proposed the fifth series of 
unity talks. This was the first time that 
the talks were initiated by the organi- 


2” New York Times, May 2, 1947, p. 16. 
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zation in the minority position. In 1937 
and 1939 the CIO was instrumental in 
getting the talks rolling. The CIO then 
had the larger reported membership. 
In 1943 Lewis proposed the talks. His 
independent miners then held the bal- 
ance of power. In 1947 the AFL, with 
a larger membership, proposed the 
talks. 

At the opening meeting in 1950 the 
AFL retreated from one of its former 
positions by agreeing that the two 
unions should work together in the field 
of legislation and political action before 
merging. But the AFL still felt that 
specific problems must be taken up 
before a merger would be possible. The 
main problem seemed to be how to 
resolve in shops, mills, and factories the 
rival activities of many of the 135 na- 
tional and international unions of the 
two organizations. A special subcom- 
mittee was authorized to draft the first 
steps in a possible peace plan. The 
subcommittee was to report on August 
4, but Mr. Murray became ill, and the 
talks were never resumed. 

The most significant accomplishment 
of this set of talks was the friendly at- 
mosphere and the apparent agreement 
that specific problems must be solved 
before a merger could take place. The 
passage of the Taft-Hartley Act in 
1947 undoubtedly helped stimulate this 
friendship and understanding between 
the organizations. Also the CIO had 
carried out a successful purge of com- 
munists within its ranks. Labor’s 
chances to merge were beginning to 
look better. 

1953 


In February, 1953, the AFL execu- 
tive council urged that the two organi- 


zations again attempt to reunite. Both 
groups were headed by new leaders 
owing to the deaths of Mr. Murray 
and Mr. Green. Walter Reuther, young — 
and dynamic president of the United 
Auto Workers had taken over the helm 
of the CIO, and George Meany, presi- | 
dent of the United Association of | 
Plumbers and Steam Fitters had as-_ 
sumed control of the AFL. Each man _ 
showed more respect for the other’s- 
organization than his predecessor had, . 
Much of the tension which had always | 
prevailed between Green and Murray 
appeared to have vanished. | 

Mr. Reuther, on March 23, submit- | 
ted four conditions which would have > 
to be agreed upon if the proposed talks | 
were to succeed: (1) The basic indus- 
trial union structure of the CIO must 
intact. (2) There must. be 
agreement, in advance of the merger, 
on “rational machinery for resolving 
jurisdictional conflicts that might arise 
(3), AFE 
unions that practice or approve of 
racial or religious prejudice must throw 
open their membership rolls. (4) Rack- 
eteering elements must be expelled 
from the AFL unions just as the CIO 
had expelled communist - controlled 
unions in November, 1949.4 

The first talks took place on April 7. 
A six-man committee from the AFL 
met with a committee of 12 from the 
CIO. This joint committee’s first action 
was to establish a subcommittee to 
study the possibility of eliminating raid- 
ing between affiliates of the two or- 
ganizations..A satisfactory no-raiding 
agreement would be a prerequisite to 
the achievement of unity. On May 4 


remain 


between competing unions.” 


" Tbid., March 23, 1953, p. 1. 
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| the subcommittee announced that an 


_ agreement had been reached. The par- 


ticulars were made public on June 1 in 


- full committee. The agreement was to 


go into effect on January 1, 1954, and 


was to run for two years. It had three 


main points: (1) Disputes over inter- 
preting and applying the agreement 


would go before an impartial umpire. 


(2) Any transfer or attempted transfer 
Me p 


| of a recognized unit of employees from 


one organization to another was a rec- 
ognized violation of the agreement if 
the union had a contract with an em- 


“ployer or was certified by the National 


Labor Relations Board. (3) A union 
that received a unit of employees from 
another union, even though it had 
made no overtures, would be judged 
guilty of raiding. Thus a dissatisfied 
group of employees could not go over 
to a union in the other federation with- 
out negotiating its release. It could, 
however, become independent. It 
should be noted that the agreement did 


not deal with jurisdictional disputes.” 


1955 


Each organization appointed a com- 
mittee of four in October, 1954, to re- 
solve the final which were 
preventing organic unity. The big need 


issues 


' from the CIO’s point of view was 


special machinery to prohibit inter- 
union raids. The CIO was still fearful 
that once the merger had been com- 
pleted, the AFL would raid its unions. 
Elements within the AFL argued at 
this time, however, that a no-raiding 
agreement was inconsistent with the 
idea of voluntary association. 


" Tbid., June 3, 1953, p. 1. 


After almost four months of private 
talks the committees announced on 
February 9, 1955, that the AFL and 
CIO had agreed to merge. The agree- 
ment dealt with three main topics: 
(1) structure of the new organization; 
(2) leadership; and (3) safeguards. 
The structure of the existing depart- 
ments of the AFL would be continued, 
but a new department — the Council 
of Industrial Organizations — would be 
added. Into this department would go 
all of the industrial unions, with Walter 
Reuther probably as its head. The 
presidency of the new union would go 
to an AFL man, at least for the first 
term. In addition to the president there 
would be 27 vice-presidents — 17 from 
the AFL and 10 from the CIO. These, 
together with the secretary-treasurer, 
who would also be selected from the 
AFL, would constitute the ruling, or 
executive, council. As for safeguards, a 
constitutional directive would protect 
the integrity of the member unions. 
Affiliates would be called upon to “re- 
spect” one another by not raiding each 
other’s membership. Machinery would 
be set up to handle jurisdictional dis- 
putes by voluntary agreement between 
contending unions. To allow time for 
this machinery to be established the 
no-raiding pacts would be extended for 
another two years, until January 1, 
1958. 

With the AFL’s membership approx- 
imately double that of the CIO — 
10,500,000 against 5,500,000 —it is 
not hard to see why the AFL accepted 
the CIO in its entirety, rather than 
taking back only the originally sus- 
pended unions, as it had previously de- 
manded. Although it might appear that 
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the CIO had little to gain in the 
merger, this was not the case. Reuther 
had recently undergone a bitter struggle 
to become president of the CIO, being 
opposed by David McDonald and his 
huge steelworkers’ union. This, to- 
gether with the fact that other CIO 
unions had been flirting with the AFL, 
had put the CIO in a vulnerable po- 
sition. Reuther realized that a merger 
would serve the welfare of the CIO 
better than a continuation of the cold 
war within its own ranks. That the 
original question of differing philoso- 
phies is no longer significant may be 
seen from a recent report of the Na- 
tional Industrial Conference Board. 
The Board reported that only 33 per- 
cent of the 16,000,000 workers whose 
unions are to be merged now belong to 
strictly craft unions.** The other work- 
ers belong either to industrial unions 
or to combined industrial-craft organi- 
zations. 
Summary 


The basic point that kept the two 
groups apart so long was the problem 
of who should control any new organi- 
zation. Thus the AFL refused to admit 
all of the CIO unions in 1937 and 1939 
since the CIO would then dominate it. 
In 1943 John L. Lewis, the leader 
among the independents, would have 
held the balance of power in any united 
organization. This was distasteful to 
both major federations. By 1947 the 
AFL was sure that it held the dominant 
position. That induced the CIO to be- 
come much more insistent on safe- 


“Chicago Daily News, April 20, 1955) 
p. 4. 


guards to protect the integrity of its 
unions in the event of a merger. At this 
point neither group appeared to have 
much to gain by a merger. That was 
another hindrance, as it would be again ~ 
in 1950. By 1953, however, with in-— 
ternal dissensions threatening its co- 
hesiveness, the CIO seemed to feel that 
it would probably be better to merge 
than to have the CIO lose further 
ground. Thus the merger became a 
reality even though machinery to safe 
guard each union’s integrity, so strongly - 
insisted upon by the CIO, will not ac- 
tually be established until after the 
merger. With the AFL now in a domi- 
nant position there is a distinct possi- 
bility that the CIO may not get all that 
it asks for in the way of safeguards. 
Less important in preventing the 
merger have been the problems of com- 
munism within the CIO and of racket- 
eering within the AFL. The attitudes 
of the various leaders of the groups 
have also been factors. Mr. Green re- 
garded the CIO as a sort of wayward 
son; he constantly implored the CIO to 
“come home to the House of Labor.” 
Reuther and Meany, however, regard 
each other’s groups with a higher level 
of respect. Practical considerations re- 
placed old deep-seated animosities. 
Strangely, the primary cause for the 
split in 1935, craft versus industrial 
unionism, played only a minor role in 
the subsequent years of rivalry and 
periodic attempts at reconciliation. The 
AFL has organized industrial unions 
over the years, and the CIO has de- 
veloped craft elements within its or- 
ganization. 
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John Maynard Keynes: Economist and 


Policy Maker. By Seymour E. Har- 
ris (New York: Charles Scribner’s 
Sons, 1955, pp. xiv, 234. $3.00) 


This book on Keynes is a contribu- 
tion to the Twentieth Century Library, 
the purpose of which is “to give the in- 
telligent layman a basic understanding 
of those thinkers of the last 100 years 
who have most influenced the intellec- 
of our, -time.” Other 
volumes in the series deal with such 


tual currents 


men as Joyce, Darwin, Einstein, Freud, 


Gandhi, and Veblen. “These books,” 


_ the publisher tells us, “are not meant 


for specialists. They are written to open 
new doors of understanding to the in- 
tellectually curious—in whatever field.” 

Professor Seymour Harris has suc- 
ceeded admirably in what seems to be 
the purpose of the series and has writ- 
ten a lucid and stimulating account of 
Keynes the man, the economist, and the 
policy maker, which should be of much 
interest to a wide and heterogeneous 
readership. Harris confesses “at the 
outset to a prejudice in favor of both 
the man and his thought,” and cer- 
tainly an enthusiastically pro-Keynesian 
point of view is apparent throughout. 
Surely this is a rather good fault, if it 
is a fault in a book like this. Neverthe- 
less, though Professor Harris justifiably 
claims “to have tried throughout the 
present work to be critical and objec- 
tive, my culogies notwithstanding,” 
some economists will certainly think 
that this attempt is not sufficiently sus- 
tained or successful. 

Professor Harris writes that first and 


foremost among the economists who 
influenced Keynes was Jevons (p. 27). 
Certainly a most illuminating parallel 
is drawn between the interests and ver- 
satilities of Jevons and Keynes, without, 
however, any very direct influence 
being proved. On this subject of the 
predecessors of Keynes, surely Johann- 
sen and his invention of the Multiply- 
ing Principle —not mentioned by 
Professor Harris—should have a prom- 
inent place. 

Harris has an expert and compre- 
hensive knowledge of all Keynes’s 
writings, including his lesser-known 
journalism and letters to the press, and 
he quotes most skillfully to illustrate the 
development of Keynes’s ideas. The 
reader can follow how the changing 
problems of the British and world econ- 
omies shaped Keynes’s policy proposals, 
and how in turn these reacted on his 
theoretical concepts and abstract 
analysis. 

Keynes’s main economic ideas had 
their origin, above all, in his intense 
concern with the contemporary prob- 
lems of the British economy, and espe- 
cially with the interwar unemployment 
problem in Britain, when for about 20 
years unemployment hardly once fell 
below 10 percent. Intensely English in 
origin, Keynesian ideas, when they 
cross the sea, seem sometimes to take 
on confusing and not always entirely 
relevant political overtones which they 
have long ceased to possess in their 
native country. One forecast Keynes 
made in 1940 about the American 
economy might be cited, as paraphrased 


[ 65 ] 


66 CURRENT ECONOMIC COMMENT 


by Professor Harris: “In a prophetic 
vein he assured this country [the United 
States] that large outlays for war would 
demonstrate the country’s strength and 
the high level of income at which full 
employment is attained” (p. 152). 
There are a lot of minor misprints 
and misspellings to be corrected in later 
issues, including the names or initials of 
F. P. Ramsey (pp. 17, 40, and 233) 
and C. A. R. Crosland (pp. 41, 69, and 


oo. T. W. HutcHIson 


London School of Economics and 
Political Science 


Productivity Accounting. By Hiram S. 
Davis (Philadelphia: University of 
Pennsylvania Press, 1955, pp. xii, 
195. $5.00) 

In Productivity Accounting Mr. 
Davis is pioneering a type of input- 
output analysis for the individual firm. 
Others have explored and developed 
this type of analysis for the economy 
in general but no one has applied in- 
put-output analysis to the individual 
firm with the statistical and theoretical 
care and in the detail developed by Mr. 
Davis. He has used both ingenuity and 
restraint in working out, presenting, 
and advocating methods of produc- 
tivity accounting. This is a suitable 
companion to the author’s earlier and 
well-known Industrial Study of Eco- 
nomic Progress. 

In Mr. Davis’ view, productivity ac- 
counting is of intense practical as well 
as theoretical importance, for by the 
methods explained he measures 
(1) changes in the efficiency of an 
enterprise from time to time and 
(2) the distribution of the benefits of 
changes in efficiency among the factors 


which contribute to the activities of the 
firm. In doing this Davis faces the 
always troublesome problem of aggre- 
gating the various commodities in the 
product mix. His answer is to weight 
each commodity produced by a base 
period selling price. This results in the — 
valuation of total output at different 
times in base period — and hence con-_ 
stant — prices. His unit of measure-_ 
ment is therefore a dollar of output. 
Use of this unit is in step with practice, 
in input-output analysis but differs” 
from common practice in productivity — 
analysis at the firm or industry level, 
where an effort is usually made to- 
state output in some non-monetary unit. 

On the input side he deals with five 
categories of input and these he also 
attempts to measure, individually and 
combined, through the use of fixed 
base period price weights. Thus the 
wage and salary workers for each 
period are counted and classified and 
the number in each classification is 
multiplied by the wage or salary paid 
to that class of labor in the base period. 
This reduces labor input to a dollar 
aggregate —in constant wage and 
salary dollars. Similar calculations are 
made for input purchased from others 
(materials). Capital input is derived 
from adjusted depreciation (it is neces- 
sary to revalue plant and equipment at 
base period prices). Where inputs are 
less tangible other problems arise. For 
example, profits are used to represent 
inputs of investors but these too are 
valued at base period rates. Thus if the 
return to ownership was 6%4 percent 
during the base period, this rate is also 
applied to the given-year investment 
and any excess is attributed to the 
“price” change in ownership service. 


BOOKS REVIEWED 67 


__ This is not only a troublesome concept, 


but results in an “implicit” price index 
for this component of more than 1,000 
in 1947 in the illustrative case (1939 = 
100). This outcome suggests that the 
choice of the base period of compari- 
son may have been unfortunate, that 
the rate used in valuing this input is 
wrong, or that there is a basic concep- 
tual error in this method of apprais- 
ing the investor input. 

As these comments suggest, Davis 
departs from traditional practice both 
in accounting and in_ productivity 
measurement. (1) He rejects the profits 
criterion of efficiency as derived by 
traditional accounting methods. This is 
mainly because disparate price move- 
ments may cause profits to increase, for 
example, when the efficiency of the 
concern is actually deteriorating. It is 
clear that he considers this not only a 
possible result but also a frequently 
realized one. (2) He renounces the 
frequently used methods of measuring 
productivity in terms of one class of 
inputs only — such as output per unit 
of labor. (3) He advocates the use of 
constant dollar units in measuring both 
outputs and inputs. This last decision 
makes him heir to all those problems 
familiar to students of index numbers 
—the correlation between prices and 
quantities, the sometimes unique re- 
sults which follow from the choice of a 
base period for comparison, the intro- 
duction of new products which have 
no close counterparts in the base 
period, and the possibility that changes 
will take place in the “price mix” (not 
a Davis term) when there are no 
changes in the product mix. 

Mr. Davis is acutely aware of such 
problems and examines them carefully. 


When he is unable to provide a satisfac- 
tory and complete solution, his sense of 
realism and practicality lead him to 
adopt and recommend working com- 
promises. Actually anyone employing 
these methods in a firm will be obliged 
to make numerous deviations from de- 
sired statistical and theoretical pro- 
cedures because of the limitations im- 
posed by available data and budgets in 
the practical case. One of the values 
of this book is, however, the critique of 
methods provided by Davis and the 
recommendations he makes for com- 
promise with his ideal model. 

Chapter 1 explains the basic concepts 
of productivity accounting; Chapter 2 
provides an illustration of the method 
applied to the accounts of a textile 
producer. These two chapters should 
be examined by the casual reader. 
Chapter 3 contains a discussion of theo- 
retical and statistical problems and the 
justification of the procedures used. 
Chapter 4 is devoted to a discussion of 
the uses of productivity accounting in 
business, mainly as an effective measure 
of productivity and as an aid in ana- 
lytical audits because the method makes 
possible the separation of effects on 
efficiency —changes in the operating 
rate, changes in the price of output, 
changes in technical efficiency. In 
Chapter 5 methods used to measure the 
distribution of gains and losses as 
among the consumers and the various 
parties who provide inputs are shown 
and here will be found technical co- 
efficients in constant dollars. The re- 
maining two chapters deal with the 
practicability of productivity account- 
ing and a summary of methods which 
might be followed in practice: 

The cost of introducing productivity 
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accounting in a firm would undoubt- 
edly be high and the addition of pro- 
ductivity accounting methods to those 
methods currently used in industry 
will involve considerable reorientation. 
Further, in some complex cases, the 
estimates required may seem excessively 
hypothetical, for example, estimates of 
inputs which would have been required 
to produce a newly developed product 
using base period methods of produc- 
tion. 

However, Davis has produced a care- 
ful analysis showing a new approach to 
the measurement of productivity in the 
individual firm and to the calculation 
of the distribution of the benefits. Ac- 
countants who wish to get behind the 
evidence produced by the financial 
records, economists who are interested 
in input-output analysis, statisticians 
who are concerned with problems of 
valuing inputs and outputs for tem- 
poral comparison, and _ businessmen 
who wish to see what is involved in 
constructing a comprehensive measure 
of efficiency for a firm by productivity 
accounting will do well to read _ this 
book. 

Several sections, such as those deal- 
ing with revaluing plant and equip- 
ment (a problem of special interest to 
public utilities) and depreciation can 
be read with benefit quite apart from 
their applications in productivity ac- 
counting. 

W. A. NEISWANGER 
University of Illinois 


Business Concentration and Price 


Policy. A Conference of the Uni- 
versities-National Bureau Commit- 


tee for Economic Research 
(Princeton: Princeton University — 
Press, 1955, pp. x, 514. $9.00) 


This is the fifth volume in the Special 
Conference Series of the Universities- 
National Bureau Committee for Eco- 
nomic Research. It comprises 12 essays, 
with comments, which deal with vari- 
ous aspects of business concentration — 
and price policy. Stigler contributes a 
brief introduction to the volume. It is 
not possible in a brief review to take; 
up all of the essays. By touching upon 
several of them, however, the reader 
may be able to gain an indication of 
the contents and quality of the volume. 

A paper by Rosenbluth on the meas- 
ures of concentration makes some inter- 
esting points. Concentration rankings 
remain pretty much the same no matter 
what index is used; a study of com- 
parative concentration data indicates 
that concentration is higher in the 
United Kingdom than in the United 
States; concentration did not change 
much in the United States between 
1935 and 1947. There is a good dis- 
cussion on the relevance and usefulness 
of the various measures of concentra- 
tion and a brief section devoted to an 
explanation of their formal properties 
and interrelationships. 

Various aspects of the problem of 
measuring concentration are discussed 
by other writers. From the remarks of 
Scitovsky and Miller (in their papers 
on the effects of concentration) and 
from the comments of Fellner, Bain, 
and Kaysen, one detects a consensus 
emerging to the effect that no single 
measure of concentration or monopoly 
power will suffice by itself adequately 
to characterize markets and differenti- 
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ate them from each other, and that a 
fruitful way to proceed with research 
in this area would be to investigate the 


_ interrelations between market structure, 


market behavior, and market results. 
Out of this, perhaps, a body of theory 
could be built up (as distinct from an 
enumeration of cases) which might be 
of greater relevance and usefulness be- 
cause of its closer approximation to 
empirical fact. 

In his essay on the evidence on 
merger movements and their motiva- 
tion, Markham argues that market 
monopolization has been the goal of 
relatively few mergers, and promotional 
profits are “the most important single 
motive for merger at the peak of the 
merger movement.” It seems, to this 
reviewer at least, that the searching out 
of single causes is unrewarding at best, 
and that the literature on the merger 
movement has suffered because of an 
overconcern with the motivation behind 
mergers as such and because of a neg- 
lect of efforts to treat such activity 
within a more general theory of enter- 
prise behavior. The tradition of look- 
ing at mergers in terms of distinct pe- 
riods of activity and quiescence, which 
are actuated by some common impulse, 
has tended to reinforce this preoccupa- 
tion. The emphasis should be equally 
upon the incidence of mergers among 
different industries, the hypothesis be- 
ing that merger activity is also a func- 
tion of the particular stage of growth 
and competitive conditions within the 
industry. Some support for this hypoth- 
esis can be found in the fact that in 
the different periods of merger activity, 
different industries have been most ac- 
tive. Of course these are not mutually 
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exclusive explanations; mergers are 
both a reaction to the specific circum- 
stances surrounding industry develop- 
ment and a product of more general 
economic conditions. This view of 
mergers, however, would more readily 
lead to a theory of business enterprise 
in which firms seek to establish enough 
control over the environment in which 
they operate to obtain satisfactory 
profits and reasonable security. Mergers 
are but one of a variety of devices by 
which this aim is pursued, albeit a very 
important one. 

Smith’s essay, which the 
literature on the variation of cost with 
size of plant and firm, serves to empha- 
size what little solid knowledge we 


surveys 


possess in this vexed field. In another 
essay Lintner and Butters analyze the 
effects of taxes on concentration. Their 
general conclusion is “that the tax 
structure of recent years has tended to 
increase levels of concentration within 
the corporate sector of the economy 
and among all business firms but that 
these tax effects have been of relatively 
modest proportions.” 

Edwards breaks some new ground, 
which should prove to be quite reward- 
ing, in his discussion of conglomerate 
bigness as a source of power, i.e., the 
ability of an enterprise to use its size 
in one market as a lever in other mar- 
kets. The author contends this is a 
source of power that is distinct from 
that conferred by size either in the 
form of a degree of monopolistic con- 
trol or in the form of superior efh- 
ciency. Certainly the spillover of large 
enterprise into many and diverse fields 
gives the impression of being an ex- 
important and_ interesting 


ceedingly 
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contemporary phenomenon. It might be 
remarked that it is a phenomenon not 
unconnected with the problem of 
merger activity; after all, with whom 
is General Motors going to merge? 
Edwards argues that it cannot be 
described and appraised in the tradi- 
tional way and this reviewer is inclined 
to agree. Bigness plus diversification 
does cut across many of our traditional 
lines of analysis. Should conglomerate 
bigness become typical, then, in the 
words of Edwards, “the impact of the 
institutional change would be far reach- 
ing. Its general direction would be 
towards an authoritarian. system of 
business, within which the significant 
checks and balances would be not those 
of the market but whatever safeguards 
might be built into the structure of the 
corporation or into the relations be- 
tween the corporation and the state.” 
The full-cost controversy is thor- 
oughly surveyed by Heflebower, whose 
study is well worth a close reading. One 
can only wonder, at the 
vehemence and prolixity of the great 
debate stirred by the full-cost contro- 
versy when it can be resolved by a 
simple statement to the effect that 
prices will be determined differently in 
different markets. To the extent that 
the full-cost doctrine represented a 
strong reaction to the inapplicability 
and lack of realism of the assumptions 
of conventional theory, and thereby 
provoked considerable rethinking, I be- 
lieve that it has exercised a very bene- 
ficial influence, whatever the ultimate 
judgment on its intrinsic merit may be. 
Machlup offers a delightfully written 
essay on price discrimination. It is 
deliberately nontechnical, although 


however, 


quite comprehensive. It can be read 
with profit and enjoyment by a student 
taking the intermediate price theory 
course, and thus fills an important gap 
in the literature. It demonstrates how 
pervasive price discrimination is in the 
economy, and in so doing provides a_ 
powerful incentive to modify conven- 
tional price theory in order to allocate | 
a larger role to discriminatory pricing. 
It also re-emphasizes the dual nature of 
discrimination as a force which can 
either destroy or promote competition, 
thus making it imperative to look into — 
specific situations and to tread the slip-_ 
pery ground of motivation and intent | 
in order to assess the effects of dis-— 
crimination. 

The main over-all impression the 
volume makes is that the studies which 
deal with specific problems and prac- 
tices in particular industries (Edwards, 
Machlup, and the Stocking comments 
on Markham) come off, on the whole, 
rather better than those having a more 
statistical and quantitative emphasis 
(Markham, Adelman, and_ Rosen- 
bluth). Stocking hit just the right note 
when he complained of conclusions 
based on “counting, not weighing.” 
One must have both, naturally, but it 
seems that the “counters” more than 


the “weighers” are apt to disregard this 


dictum. 
Marvin E. Rozen 


Stanford University 


What Makes an Executive? By Eli 
Ginzberg (New York: Columbia 
1955; SDP. Ate 


University Press, 


$3.50) 


Management of Expanding Enterprises. 
By William H. Newman and James 
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P. Logan (New York: Columbia 

University Press, 1955, pp. 125. 

$2.75) 

New light has been thrown on the 
subject of management and executive 


_ development in these two books. Both 


have a fresh viewpoint, presented in a 
crisp, interesting manner. They bring 
together the latest ideas and thinking 
on the subject by leading business 
executives, professional people, and 
government representatives. 

The materials for these volumes have 
been gleaned from two round tables 
held by the Graduate School of Busi- 
ness, Columbia University, and spon- 
sored under a grant from the McKinsey 
Foundation for Management Research. 
What Makes an Executive? is the re- 
sult of the round table on executive 
potential and performance, and con- 
tains contributions by 17 outstanding 
men in business and public affairs. The 
book is a distillation of the thoughts 
and opinions of these men and is a 
record of the sum of their experiences. 
Management of Expanding Enterprises 
records the thoughts and experiences of 
19 business and professional men. 

The books are important to the field 
since the information used in writing 
them was collected in a unique manner. 
Use of the round-table technique al- 
lowed each participant to contribute 
and draw tentative conclusions from 
his own long and varied experience 
rather than to attempt to give explicit 
answers to questions that fill the field 
of executive development. The round 
tables, therefore, encouraged discussion 
and permitted the members to recount 
their significant experiences and indi- 
cate the lessons they felt could be 


drawn from them. Identification of the 
members has not been made in either 
of the books. This aids in the reading 
since the ideas are not cluttered with 
identification of personalities or organi- 
zations. 

The round-table approach permitted 
able people who do not ordinarily 
record their knowledge or experience 
to contribute to the literature in the 
field of executive development. These 
men were encouraged to discuss the 
subject in free, undirected discussion. 
In this way it was possible to identify 
the major problems, determine the ex- 
tent of agreement or disagreement on 
what constitutes an effective course of 
action, and block out areas where 
further research is likely to be especially 
fruitful. 

The material in What Makes an 
Executive? has been organized in an 
interesting and informative way by Eli 
Ginzberg of the Graduate School of 
Business, Columbia University, who 
served as chairman of the round table. 
The content deals with the origins of 
executive potential, the identification of 
potential executives, the development 
of future executives, the evaluation of 
executive performance, the executive 
and the organization, and guidelines 
for policy and research. It is brought 
out in the summary of this book that 
during the past fifty years, American 
industry has established vast research 
programs to develop its material re- 
sources. In the next half century in- 
dustry will need to devote comparable 
attention to the development of human 
resources. This is indeed a real chal- 
lenge. 

Management of Expanding Enter- 
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prises, an equally worth-while volume, 
deals with the effect of company size 
on management tasks, key features of 
decentralization, the job of the chief 
executive, appraisal of the results of 
operations, size and morale, problems 
of transition, decentralization in gov- 
ernment and highly integrated estab- 
lishments, and areas needing research. 

One of the main purposes of the 
round tables was to delineate areas in 
which research is needed. This aim was 
undoubtedly accomplished: since the 
reader of each book does come to con- 
clusions about the need for further 
study on the subject of executive de- 
velopment and is challenged to do 
something about it. 

These two books make a distinct 
contribution to the knowledge avail- 
able in the field of executive develop- 
ment. Such knowledge is badly needed 
and a contribution of this kind can be 
extremely helpful. For the business ex- 
ecutive there is solace in knowing that 
the leaders in industry recognize the 
lack of knowledge in this field. For the 
researcher, there is encouragement that 
something is being done to further 
research with suggestions for problems 
needing investigation. 

The major criticism lies in the fact 
that both books are much too short. 
Perhaps this will be but a beginning of 
the use of round tables for the gather- 
ing of pertinent information in this 
field and we may look forward to 
future meetings. 

The research problems and _ projects 
set forth by these two round tables 
should be a real challenge to colleges 
and universities seeking to cooperate 
with business. Students of the subject 
should find here much ammunition for 


research that should make a valuable 
contribution not only to education but 
to business organizations as well. 


Earu P. STRONG 
Pennsylvania State University 


Labor Productivity in Soviet and 
American Industry. By Walter Ga- 
lenson (New York: Columbia Uni- 
versity Press, 1955, pp. ivy cee 
$5.50) 

Professor Galenson has made an im-_ 
portant contribution to our empirical 
knowledge of Soviet industry and min- 


ing. His is the first substantial study of 


the level of labor productivity in the 
Soviet the United 
States, and of the growth of labor pro- 
ductivity since 1928 within the USSR. 
Galenson follows the example of 
L. Rostas (Comparative Productivity 
in British and American Industry) in 
giving primary attention to the determi- 
nation of labor productivity in indi- 
vidual industries, in concentrating on 
products whose volume can be defined 
in physical rather than in value terms, 
and in using wage earners rather than 
total employees as the denominator for 
his productivity equation. On _ the 
other hand, because of the lack of data, 
he does relatively little with the meas- 
urement of productivity per man-hour. 
His selected industries cover between 
one-fifth and one-half of all manufac- 
turing and mining, the proportion de- 
pending on the unit of measurement 
employed. This ratio of coverage is not 
much smaller than that of Rostas but, 
as is also the case with Rostas, coverage 
is particularly poor in the critical areas 
of metal-working and chemicals. 
Comparison is made between Soviet 


Union vis-a-vis 


ili 
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_ productivity in years centering around 
_ 1936-38 (depending on the industry) 
and American productivity in 1939. 
Galenson concludes that Soviet pro- 
ductivity averaged about 40 percent of 
American, an over-all figure which 
corroborates Soviet estimates for the 
same period. In his study of the de- 
velopment of Soviet labor productivity 
between 1928 and 1938, Galenson ar- 
rives at an average rate of increase of 
6 percent compounded annually. This 
compares with a 5 percent compounded 
figure for 1928-37 computed from 
Donald Hodgman’s industrial produc- 
tion index covering a much larger 
group of industries, and roughly a 10 
percent compounded figure for 1928-38 
computed from the official Soviet index 
of industrial production. Thus Galen- 
son’s data on growth in prewar Soviet 
productivity tends to confirm the wide- 
spread Western view that, even though 
the Russian value-of-production index 
is grossly biased upward, Soviet indus- 
try of the 1930’s did in fact undergo 
an unparalleled rise in output per 
worker. 

Galenson makes an effort to bring 
his productivity data up to date, but 
the scarcity of appropriate Soviet sta- 
tistics for the postwar period makes 
his calculations both sketchy and du- 
bious. The chapter on the factors be- 
hind productivity trends and differ- 
ences is treated rather slightingly, 
since a separate major study would 
clearly be needed to do justice to the 
problem. Both topics seem to this re- 
viewer to have been simply “pasted on” 
to Galenson’s substantial monograph of 
prewar statistics. 

Galenson treats his main problems — 


those of measuring and comparing pre- 
war productivity in specific industries 
—with the greatest care and respect. 
He is fully aware of problems such as 
those of comparability of industry and 
product classes, relative weighting of 
subclasses of products, and use of labor 
force data. Too frequently, his inter- 
country comparisons are perforce 
crude, but he always tries to show the 
nature of the biases arising from his 
inability to make proper adjustments. 
His sources are well chosen; wherever 
possible, they are authoritative and al- 
ways Galenson makes full use of the 
available literature. 

Unfortunately, despite the author’s 
combination of scholarship and crafts- 
manship, his book seems to this re- 
viewer to have an appeal limited to 
students of Soviet economics and to 
professional consumers of Soviet sta- 
tistics. This results from Galenson’s 
unwillingness to treat labor productivity 
in a broader context and to relate it to 
total economic development. 

For example, Galenson does not re- 
late the objective of raising labor pro- 
ductivity in industry to the allied 
Soviet objective of increasing the pro- 
portion of the country’s labor force 
engaged in industry. Yet industrial 
labor productivity could have been 
raised far more rapidly had Soviet 
leaders been content to operate with an 
industrial labor force of the size exist- 
ing in 1928, and so to sacrifice both 
total industrial production and agricul- 
tural labor productivity. (Galenson es- 
timates that industrial labor produc- 
tivity rose by only a total of 8 percent 
in the 1928-32 period, whereas it in- 
creased by 68 percent in the 1932-38 
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period of relatively slow growth of the 
industrial labor force.) The Soviet 
Union’s level of industrial labor pro- 
ductivity in the late thirties is estimated 
as being at roughly the United King- 
dom’s level, but the two economies 
obviously had entirely different levels 
of efficiency and national income. 

While Galenson argues that Soviet 
leaders have placed great stress on 
labor productivity, it appears to this 
reviewer that this emphasis has had as 
its primary purpose improvement in 
the productivity of capital, and that 
where the two objectives clashed, labor 
productivity was generally given short 
shrift. Particularly for the 1930’s, with 
the extremely low marginal labor pro- 
ductivity then prevalent in agriculture, 
productivity of capital was a far more 
significant test of industrial efficiency 
than was labor productivity. Thus the 
knowledge that Soviet labor produc- 
tivity in the steel industry is today only 
about 43 percent of American pro- 
ductivity seems definitely misleading if 
it is taken as an index of relative effi- 
ciency, when output per square foot of 
open-hearth furnace is probably about 
the same in the Soviet Union as in the 
United States. (Economic Commission 
for Europe, Economic Survey of Eu- 
rope in 1954, p. 81.) 

Similarly, it appears that some ac- 
count might well be taken of unem- 
ployment in intercountry labor pro- 
ductivity comparisons. For American 
industrial production in the thirties was 
depressed by unemployment which is 
not reflected in Galenson’s productivity 
figures, whereas Soviet production was 
depressed by factors correlated with 
high employment — such as shortages 


of materials — which directly affect the — 


measured labor productivity. 

Galenson is never explicit as to why 
he is concerned with labor productivity. 
Productivity becomes an aspect of in- 
dustrial life seen out of relation to other 
phenomena. This failure on Galenson’s 
part to define explicitly his interest in 
labor productivity is unfortunate pri- 


marily because it allows him to avoid — 


relating questions of productivity in- 
crease to economic development. But, 


it also finds expression in such technical ' 
questions as a seeming shift between | 
preference for labor weights (e.g. for | 


coal) and for value weights (e.g. for 


steel) as appropriate to the grouping of | 
subclasses of products. The refusal by | 
Galenson to take a unified theoretic — 
position must be deplored, especially — 


when viewed against the standard set 
by Magdoff, Siegel, and Davis in the 


WPA National Research Project’s pre-_ 


war Production, Employment, and Pro- 
ductivity in 59 Manufacturing Indus- 
tries. However, all this detracts little 
from the substantial contribution to 
empirical knowledge of the Soviet 
economy which Galenson has made. 


Davip GRANICK 
Fisk University 


The Changing American Market. By 
the Editors of Fortune (New York: 
Hanover House, 1955, pp. 304. 
$4.50) 

This volume, in the words of its 
introductory chapter, “opens with a 
broad survey of recent trends in the 
American consumer markets as a whole, 
then takes up the immensely significant 
changes in U. S. population trends, 
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details the revolution in incomes which 
is reshaping the market, highlights 


America’s mass migration to the new 
habitat in Suburbia, and then runs 
through detailed analysis of each of the 


major markets for goods and services; 


i.e., each of the major ways that Ameri- 
cans spend their money.” These major 
markets include housing, home goods 
(with emphasis on appliances and fur- 
niture), food, clothing, and recreation. 

The Changing American Market is 
subject to a few minor criticisms. Oc- 
casionally words are used loosely. For 
example, use of the phrase “in the next 


few years,” either immediately preced- 


ing or immediately following a detailed 


treatment of statistical data, leads one 
to wonder about the exact time period 
covered by “few.” Occasionally, too, it 
assumes a greater familiarity with eco- 
nomics and statistics than many of its 
readers will have. 

The book’s value would have been 
greatly enhanced if the implications 
which are suggested by certain data 
had been developed in greater detail. 
For example, the marketing significance 
of present age distribution of the 
United States population and the post- 
war boom in births and marriages is 
discussed at considerable length, but 
some of the (somewhat less optimistic) 
implications of these data are gener- 
ally given only cursory treatment. An 
example is the expected static popula- 
tion level of the 25 to 44 age group 
and the rising level of population in 
the age groups above and below this 
age bracket. This could be interpreted 
to mean a tight labor market in the 
next 10 or possibly 15 years for those 
who are interested in young employees. 
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It also suggests the need for business 
to appraise its present personnel poli- 
cies regarding the treatment of older 
personnel as well as its recruiting 
policies, since greater reliance will have 
to be placed on a relatively older labor 
force in the next decade. This suggests, 
too, the need for further study of such 
things as retirement programs and em- 
ployee benefit programs which are 
sometimes costly to inaugurate for 
older employees. 

economists, 
city planners, product designers, soci- 
ologists, and many others will find ma- 
terial of interest to them in this book. 
The chapters dealing with specific 
classes of goods and services purchased 


Businessmen, teachers, 


by consumers are well written and 
demonstrate familiarity with the indus- 
tries covered. However, some of the 
projections for the future for the ap- 
pliance, clothing, and furniture markets 
would probably be considered a little 
too optimistic by some of the people in 
this field. 

From a businessman’s point of view, 
The Changing American Market trans- 
forms economics and economic statistics 
into something vital and interesting by 
interpreting the best available socio- 
economic data from many sources, 
while at the same time it gives due 
consideration to the psychology of con- 
sumer selling and to the sociological 
implications of the data. Not only does 
the book bring all the important sta- 
tistics up to date but forecasts have 
been prepared for the years 1955-59 in 
each chapter as well as into the 1960’s 
and 1970’s in some chapters. The ma- 
terials on which the book draws are all 
included in the appendix. Moreover, 
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these materials provide a basis for fore- 
casting expenditures for many classes 
of products for one or more decades. 


TuEroporE Nowak 
Alderson & Sessions 


A General Theory Of Economic Pro- 
cess. By Neil W. Chamberlain 
(New York: Harper and Brothers, 
1955, pp. viii, 370. $5.00) 

The author who gives his book the 
ambitious title favored by Professor 
Chamberlain courts a severe review. 
Indeed, he is usually lucky to escape 
with the verdict that, at most, we meet 
our old friends dressed up in flashy new 
clothes. .This reviewer approached this 
book with the skepticism that its title 
provokes. But skepticism gradually gave 
way to a grudging respect which finally 
dissolved into plain admiration. If the 
book does not quite vindicate its title, 
the reader nevertheless gets a good 
mental workout. 

Chamberlain’s point of departure is 
his dissatisfaction with the notion that 
the conduct of people in the business 
world can be explained in terms of 
their strivings to “maximize income.” 
If this entity is measured by money in- 
come, the assumption is clearly wrong. 
If income is equated with “satisfaction” 
or “real income,” the premise of maxi- 
mization, as usually formulated, ex- 
presses a tautology. It merely asserts 
that behavior in the business world is 
by definition directed toward the maxi- 
mizing of satisfaction or real income. 

Therefore, according to Chamber- 
lain: 


In our system of concepts, we begin 
with “economic” aspirations, which relate 
to satisfactions found through the use of 
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scarce resources and through the work | 
process itself. . . . Aspirations relate to a. 
person’s life span, in a time stream which. 
embodies proximate goals, intermediate: 
objectives, and ultimate ends. Proximate: 
goals are set for the individual by the: 
comparison of his achievements with the: 
achievements of others in the same group) 
or groups which are homogeneous in some 
cultural respect (p. 357). 

The advantages of specialization re- 
quire that individuals realize their’ 
aspirations through cooperation. The 
fact of scarcity throws them into com+ 
petition as buyers and sellers. An indi- 
vidual seeks to achieve his goals by 
negotiating bargains and his success 
depends upon his power to secure fa- 
vorable terms. Within this framework, 
Chamberlain examines at length the 
bargaining process in business and gov- 
ernment. In the end, the significance 
of bargaining is probably stretched too 
far. (It is even made to support 
chapters on business cycles and the 
banking system.) 

Nevertheless, when Chamberlain’s 
more sweeping claims are discounted, 
a very considerable achievement re- 
mains. As an analysis of “economic 
process” in big business and big labor, 
this book is excellent; indeed, it may 
fairly be said to combine the insight 
of a Drucker or Reisman with profes- 
sional competence of the highest order. 

I offer only two material criticisms. 
First, although Chamberlain builds 
upon the idea of the bargain, his use 
of the term “bargaining power” is un- 
necessarily confusing. In places it is 
used as a synonym for “earning power” 
but elsewhere it merely denotes the 
probability that the terms offered by a 
buyer or seller will be accepted. Hence, 
the puzzling conclusion that a sellez 


™ 


understood, describes 
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“manipulates bargaining power to his 


own advantage by cutting price (p. 
) 134). 


Bargaining, as the term is generally 
an aspect of 


specialization. At any instant, some 
part of the product brought about 


through the cooperation of specialized 
manpower and machinery is economic 
“rent”; it can be appropriated by one 
agent without causing others to with- 
draw their aid and thus diminish the 
joint product. Bargaining power — or 
more accurately bargaining skill — is 
simply the facility displayed by one 
party in finessing the others out of this 
surplus. But this special adroitness is 
only a minor determinant of earning 


power. More important are (a) the 


party’s transfer price (what he could 
command in the next best job) and 
(b) the long-run supply price of his 
skill. Although Chamberlain notes that 
many circumstances influence earning 
power, he does not sharply delineate 
them. By his analysis, an increase in a 
man’s income relative to the earnings 
of his rivals for status ipso facto reflects 
an increase in his bargaining power. 
My second criticism relates to the 
relevance of Chamberlain’s analysis. 
One may doubt that any “general 
theory of economic process” is possible 
except at a level of abstraction that 
rules out most of the institutional 
framework of the business world. The 
institutions through which a modern 
economy operates are so varied and 
complex that a theory which incor- 
porates the salient features of some par- 
ticular business environment perforce 
has only limited usefulness. Chamber- 
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lain’s choice of institutional detail ad- 
mirably illuminates decision-making 
and bargaining in the world of Charles 
Wilson and Walter Reuther; but it 
yields a model that little resembles the 
greater part of the American economy. 

Admittedly, economists have been 
slow to acknowledge that the giant cor- 
poration is not merely the family firm 
writ large. Nevertheless, well over half 
the national income still originates in 
the small business sector of the econ- 
omy where unions are nonexistent or 
weak, there is no appreciable separation 
of ownership and control in the firm, 
pricing and costing are a matter of 
rough conjecture, product lines are 
simple, and the “long view” is mainly 
a figure of speech. Hence, teachers of 
economics must spend much time and 
energy controverting popular stereo- 
types that exaggerate the importance of 
corporate size and union strength in 
the business world. This task is tough 
enough at best. Chamberlain, perhaps 
unintentionally, has joined J. K. Gal- 
braith and the late Joseph Schumpeter 
in making it even more difficult. 

Our earlier estimate, however, still 
stands. As a commentary on the eco- 
nomics of big business and big labor 
this book is unequaled. And a short 
review cannot do justice to the author’s 
originality and sophistication. The book 
should be read by all professional econ- 
omists. Although the jargon is a bit 
thick in spots, it can also be read with 
profit by anyone not too far removed 


from a course in economics. 


DonaLp DEWEY 
Duke University 
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BUREAU OF ECONOMIC AND 
BUSINESS RESEARCH 


The Bureau of Economic and Business Research, established in 
1921, is the research department of the College of Commerce and 
Business Administration. Economic and business information, in- 
cluding material on tested business practices, is compiled by the 
Bureau and made available to Illinois businessmen and others inter- 
ested in business and related problems. Although the major part 
of its work deals especially with Illinois, the Bureau also engages 
in general economic research. 

Fields in which research is carried on include: accounting; 
marketing; retail and wholesale trade; resources and industries; 
transportation, utilities, and communications; banking and private 
finance; public finance, governmental regulation, and public policy; 
international trade and finance; labor, public relations, and welfare; 
and general economic developments. 

The results of Bureau investigations are published in the form 
of research bulletins, business studies, and miscellaneous special 
bulletins. The following titles illustrate the scope of the Bureau’s 
publications. 

Bulletin 74, Vertical Integration in Marketing. Nuc—ENtT Wep- 
DING, Editor. ($1.50) 

Bulletin 75, Business Analysis of the Aviation Industry in Illinois, 
by Ricuarps C. Ossorn. 

Bulletin 76, Trends in Rural Retailing in Two Illinois Districts, 
1938 to 1950, by DonaLp W. ScotTTon. 

The Railroad Shippers’ Forecasts, by RoperT FERBER. ($1.00) 

The Role and Nature of Competition in Our Marketing Econ- 
omy. H. W. Huecy, Editor. ($1.00) 

Bulletin 77, Corporate Profits: War and Postwar, by RicHarps 
C. OsBorn. 

Bulletin 78, Sales Forecasting: Methods of Selected Firms, by 
C. M. Crawrorp. ($1.00) 

Bulletin 79, Factors Influencing Durable Goods Purchases, by 
Rosert Ferser. ($1.00) 

Bulletin 80, Manufacturer and Distributor Brands, by RoBERT 
H. Corr, Luoyp M. DeBoer, Ricuarp D. MILuican, and NucENT 
Weppinc. ($1.00) 

The Bureau also publishes the Illinois Business Review, which 
presents a monthly summary of business conditions for IIlinois. 


Copies of bulletins for which no price is listed are available at 50 
cents each. 


